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for World Wide Trade 


Serving world trade today calls for utmost speed, accuracy and a sound 
knowledge of world conditions. National City, for over fifty years, has 
been active in this field of world banking. Its branches throughout the 
Greater New York area, and its Branches and Bank Correspondents in every 
commercially important city in the world enable it to serve foreign trade 


needs well — in any part of the world. 
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ADVERTISEMENT 


Importance of the retailer 


It is axiomatic that consumer acceptance, which may be developed 
into consumer demand, is based solely on satisfaction. If 
performance and value please the purchaser, he will buy more. 
Through trial, experiment and education over a long period of 
time, fabrics and clothing made of chemical fibers have won a 
Share of the great textile market. Every year new products of 
man-made yarns and fibers are winning more customers and an 
increasing share of the expanding textile market. 


The opportunity is tremendous. The educational job still to be 
done is also tremendous. So are the responsibilities of the yarn 
producer and the retailer. 


Every producer of chemical fibers is keenly aware of the dangers 
latent in misapplication of fibers, in attempting to use a fiber 
for purposes for which it may not be Suitable, in over- 

advertising, in failing to carry out Sound educational policies. 


This is where the retailer is of great importance. It is his 
responsibility to sell articles of apparel made of fibers exactly 
suited to the end use, to explain why a given fabric will be 4 
satisfactory for a specific purpose, to prevent miSapplications. ~— 
His clerks should be trained to avoid selling an article which 

may be in temporary demand merely because it appears to be : 
attractive. They should be able to explain why the qualities of ~= 
the fibers built into the article will do what the customer 


expects. 


The retailer is, in short, the buyer for the consumer. His 
function is to inform himself of the inherent qualities of the 
various fibers in order that their best uses may be fairly 
advertised and presented to the public. In this way our chemical 
fiber industry will continue ever more soundly to Serve growing 


public needs. 
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CELANESE CORPORATION OF AMERICA, 180 MADISON AVENUE, NEW YORK 16 


AGRICULTURAL DIVISION. Latest plans call for 
a new nitrogen-solutions plant at Ster- 
lington, La., to better serve the impor- 
tant fertilizer industry. November will 
see the completion of facilities to in- 
crease output of the insecticide benzene 
hexachloride. On the constructionsched- 
ule is still another insecticide plant for 
the production of Lindane. 


PHARMACEUTICAL DIVISION. Demand for CSC 
Pharmaceuticals has increased sharply. 
Expansion of our antibiotic facilities 
will enable CSC to supply more peni- 
cillin, bacitracin and other antibiotics 
than ever before. More than that, sev- 
eral new products will be announced 
shortly. 
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INDUSTRIAL CHEMICALS DIVISION. Manufac- 
turing processes are being improved and 
additional facilities are being installed 
to help satisfy the ever-increasing de- 
mand for industrial chemicals. Already, 
larger quantities of butyl alcohol and 
its many derivatives are reaching our 
customers. 
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SPECIALTIES DIVISION. Many more outlets and 
still-better national distribution mean 
that CSC anti-freeze and other auto- 
motive products will be available to 
more people than in any previous year. 
New consumer products for the motor- 
ist made their debut on the market this 

*e., year. More will come in’51. 
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Beverage Division. Production of potable 
spirits is now at capacity and will be 
for several months ahead. 
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| Federation Convention 
_ March 7, 1951 


Reserve this date for the 
} Fourth Annual Convention 
} of the National Federation 


of Financial Analysts Socie- 
ties. The convention will be 
held in the Hotel Statler, 
New York City. The all-day 
program will be announced 
in the next issue of the 
| JOURNAL. For room reser- 
| vations write Mr. deFrancis 
| at the Hotel Statler. 
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Year Books and Directories 


1938 and 1950 


THE 1950 EDITION of the Directory of Memberships of the National Federation of 
Financial Analysts Societies may be purchased from Kahlman Linker, 74 Broad Street, 
New York 4, N. Y., for two dollars a copy. 


IT MAY BE OF INTEREST to old members to see an abridged reproduction of the 
first Year Book of the New York Society of Security Analysts, 1938-1939. 


Being a brief history of the founding of 
the New York ScCIETY OF SECURITY ANALYSTS, 
together with a roster of members. 


OFFICERS AND COMMITTEES 


President . . RICHARD B. JONES 
Vice-Presiden‘ EUGENE J. HABAS 


TRACY A. WILLIAMS 
SPENCER B. MEREDITH 


Treasurer 
Secretary 


EXECUTIVE COMMITTEE 


Richard B. Jones 
Joseph H. Scarlett 


David B. Bandler 
Craig S. Bartlett 
William H. Loss 


Christian J. Vanderhyde 
Howard F. Vultee 
Eugene J. Habas 


In the early months of 1937, a group of men engaged in the practice of security 
analysis, meeting casually for luncheons, realized that the benefits of their discussions 
could be multiplied by increasing the size of the group, and by holding the meetings 
regularly. With this thought in mind they notified their friends and acquaintances of an 
organization meeting to be held at the Chamber of Commerce Restaurant. At that luncheon 
the New York Society of Security Analysts was conceived with a membership of some 
twenty analysts. 


The Society, under the leadership of R. C. Campbell, grew rapidly. On October 14th, 
1937, Mr. Campbell was formally elected President of the organization; Mr. W. H. Loss, 
Vice-President; Mr. S. B. Meredith, Secretary; and J. D. Hiltbrand, Treasurer. The roster 
cf membership issued in December of that year contained the names of sixty-six members 
of the Society. 


From the original concept of the Society as a mere discussion group for the exchange 
of ideas and information, the objectives of the organization have been broadened to include: 

1. Establishment and maintenance of a high standard of professional ethics. 

2. Improve analytical technique. 

3. The interchange of ideas and information among analysts. 

4. Promoting the proper public understanding of the function of security analysis and 
the operation of the security markets. 


In order to achieve these objectives a Program Committee was set up to direct the 
activities of the Society. This committee, among other things, arranged a series of luncheons 
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and dinners with discussions conducted by Members or invited 
guest speakers of prominence in various fields. 


The first formal luncheon of the Society, held in September, 
1937, was addressed by Mr. Klybert, a member of the group, 
who spoke on “Options—Their Effect On the Market Price of 
Stocks.” He presented to the audience a commentary on the 
companies, with securities listed on the “Board,” which had 


given options of their stocks, and showed the effects of st 
options upon the market action of the stocks. 

In addition to the “formal” meetings, members of 1 
Society frequently assemble at weekly luncheons where g 
eral topics are discussed, and matters of timely importa 
considered. 
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Almost a half million miles for 4 busses... 


without a single ring replacement ! 


Among the equipment of Marathon Bus Lines, 
Inc., of South Amboy, N. J., are four Diesels 
operating on schedules which cover more than 
9,000 miles a month. 


Mr. K. Doukas, Vice-president and General 
Manager of the company (seen here showing his 
notes to a Gulf Sales Engineer), has maintenance 
records to prove that his Diesels have each gone 
more than 120,000 miles before any rings were 
replaced! 


Look for reasons behind this impressive per- 
formance and you find that, for the past eighteen 
months, these Diesels have been lubricated ex- 
clusively with Gulflube Motor Oil H.D. 


This is a heavy-duty oil designed by Gulf to 
provide a particularly strong film under severe 
operating conditions, and to keep engines clean 
as well. 


Developed by Gulf’s world-famous Research 
Laboratory, this oil has enabled many other 
Diesel operators to achieve outstanding records. 


And Gulflube Motor Oil H.D. is but one of 
hundreds of Gulf products that have established 
remarkable performance records in a multitude 
of businesses and industries. 


You yourself may well have discovered the in- 
comparable excellence of Gulf quality —by using 
Gulfpride Oil in the engine of your personal car. 


Wherever lubrication is required, it’s always 
a wise investment to get the very finest. To 
millions of people that means Gulf Petroleum 
Products. 


GULF OIL CORPORATION 
GULF REFINING COMPANY 


Perspective on the Recent Actions of the 
Federal Reserve Authorities 


DONALD L. KEMMERER 


ARS ARE TERRIFICALLY EXPENSIVE, and the cost of 
the latest one is generally the most shocking of 
all. The direct cost of the American Civil War to 

both sides was about 25% of the then current national in- 
come. The direct cost to us of World War I was likewise 
about 25%. ‘The direct cost to us of World War II was 
nearly half of the then current personal income of the peo- 
ple. Each of these wars cost more than all Federal Govern- 
ment expenses, including those of the previous wars, for 
the preceding 100 to 150 years. And now we have the 
Korean affair which may be the opening campaign of 
World War III. 


COST OF MILITARY EQUIPMENT RISING 


The cost of military equipment in this age of mechanized 
slaughter and destruction is rising very rapidly. If you 
think that your grocery bill has gone up in the last decade 
(it probably doubled), just take a look at the Govern- 
ment’s arms bill) According to Senator Lyndon Johnson 
of Texas, the cost of equipping an armored division in 
1944 was $30 million; today it is about $200 million, or 
nearly seven times as great. The B-17 bomber, modern in 
1939, cost $300,000; a modern B-36 bomber costs 
$3 million.* To supply our beleagured and outnumbered 
troops in Korea we had to send men and supplies by cargo 
planes across the Pacific. According to Major Perry Collins, 
Operations officer for this air lift, an average cargo plane 
burns close to 15,000 gallons of gasoline every round trip. 
That is enough to last the average motorist about 22 
yeats.; Modern wars are extremely expensive and we still 
have about as hazy an idea of the dollar cost of this war as 
we do of the casualty list. Between June and August the 
Federal debt increased by about $1.5 billion, but the cost 
of the Korean War which began around June 24 has been 
greater by far than that. The bills simply are not in yet. 


KOREAN FIGHTING ONLY PART OF PICTURE 


And in any event, the Korean fighting is only a part of the 
cost of the new armaments picture. Our expenditures for 
atms for the current year will amount to around $30 bil- 
lion instead of about half that figure as was originally an- 
ticipated. To build and maintain the Army and Air Force 
which are now regarded as necessary will require that much 
or even more each year for years to come. Where is all 
this money to come from? 


INCREASED PHYSICAL PRODUCTION 


The money might come from increased physical produc- 
tion. Actually that has not increased since the end of 
World War II. Measured in dollars national income has 


*New York Herald Tribune, Aug 24, 1950. 
tlbid., Sept 3, 1950. 
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appeared greater, but we must not forget the rising cost of 
living. If we divide national income by the cost of living 
index we get the following results: 


1946 $130 billions 
1947 124 billions 
1948 131 billions 
1949 129 billions 
1950 129 billions rate through May. 


To carry the armaments costs we will have to improve 
on this by about 7% or 8%. Of course, a major war 
might stimulate production as it did before, but it would 
add greatly to costs too. An armaments race is less likely 
to provide the stimulus. The funds might come from de- 
creased civilian consumption. Taxes can best achieve this. 
But if people want to keep up their standard of living by 
borrowing or dipping into savings, they will probably be 
able to do so. That way lies inflation. The question is 
then: “Can we finance this costly cold war and avoid in- 
flation?” 


THREE WAYS TO FINANCE WAR 


It is a well worn cliche that there are three basic ways 
to finance any war: namely, by taxation, by borrowing, and 
by creating money and bank credit. They are desirable and 
difficult, both, in the order given above. The more that a 
nation uses taxation, the better able it is to keep its price 
level down. The more that a nation relies on creating 
money and bank credit, the more the price level will rise. 


TABLE SHOWS METHODS 


The accompanying table shows fairly accurately how we 
have financed our modern wars and approximately how 
three other nations financed their part in World War I. 
It points the above moral quite clearly. The middle way 
of financing a war is of course by borrowing. That has 
been the most important one in modern times. What is 
not generally realized is that some of the borrowing is 
simply a disguised method of creating money and bank 
credit. When the Government borrows from banks, 
whether directly or in some subtle and round-about fashion 
as it did in World War II, it is creating bank credit. The 
resulting inflated bank accounts have been aptly called 
“invisible greenbacks.” 


WHERE DOES FEDERAL RESERVE FIT? 


Where does the Federal Reserve System fit into this pic- 
ture? The Federal Reserve System is a central banking 
system of twelve big regional banks. Other banks may go 
to them for help in time of need. It is a system of 
binkers’ banks. It is also the mechanism through which 
the Government carries out its monetary policy. Much of 


z q 


this policy, supposedly, is determined by the seven-man 
Board of Governors heading the Federal Reserve System. 


BOARD EXPECTED TO BE INDEPENDENT 


When the system was first created and started in 1913-14, 
it was expected that this Board would be fairly independent 
of political pressure and would not be dominated by either 
Wall Street bankers or the Treasury. Except possibly in 
the latter 1920's it has been free enough of banker domi- 
nation, but in every major economic crisis the Board has 
had to listen fairly attentively to the Treasury. That was 
true during and after World War I and has been even more 
marked since the middle 1930’s. Matriner Eccles, chair- 
man of the Board from 1930 to 1948, has consistently 


tions factories supplied guns, shot, and shell, so the Fed- 
eral Reserve Banks supplied credit for the war effort. What 
alternative was there?, Conceivably the Federal Reserve 
authorities might have argued that their duty was to let 
interest rates rise, let credit become scarce so that it would 
be employed only for the most vital uses, and thus serve 
the Nation by keeping the price level down as much as 
possible. But that would have been politically very diffi- 
cult, probably as impossible as financing a war entirely out 
of taxes. 


FEDERAL RESERVE HAS BOWED TO TREASURY 


In the postwar periods the Federal Reserve System has 
likewise bowed to the Treasury. In 1919-20 they were 


War Financinc MetHops AND INFLATION 


Money and Credit Price Rise 


War Nation Years Taxes Borrowing Created to Yr Given 
Civil War (North) 61-65 18% 70% 12% (1865) 135% 
World War I (U.S.) 717-18 30% 40% 30% (1920) 147% 
World War II (U.S.) "40-45 31% 44% 25% (1948) 70% 
World War I (Gr. Br.) 14-18 26% 50% 24% (1919) 150% 
World War I (France) "14-18 3% 40% 57% (1919) 256% 
World War I (Germany) "1418 6% 34% 60% (1919) 700% 


D. L. Kemmerer, Inflation after World War I, The Economic Future (a Tradeways Service), 
spring 1945; also E. Bogart and D. Kemmerer, Economic History of the American People, 


1947, pp. 584-585, 736, 755. 


maintained that this was necessary. The Hoover Commis- 
sion in January of 1949 said: 

Today the Federal Reserve is by law completely independent 
of the Treasury and only indirectly responsible to the President 
... Yet as a practical matter, on virtually every major issue 
where Federal Reserve-Treasury differences have arisen, the 
Federal Reserve has gone along with the Treasury—for example 
in the handling of wartime and postwar financing. The reason 
is that the Federal Reserve officials, as responsible government 
servants, would never be willing to flatly disrupt or destroy the 
Government fiscal policy. The Secretary of the Treasury is 
almost invariably an intimate adviser of the President. By his 
very semi-isolated legal status the chairman of the Federal 
Reserve Board almost certainly will not be.t 


Thus repeatedly the Treasury has had the main voice in 
setting interest rates. Eccles told the House Banking Com- 
mittee in August of 1948, “I do not believe that a central 
banking system can be in a position where, if the Congress 
appropriates the money, they can then say to the Trea- 
suty—which is part of the Government, ‘You cannot go 
out and raise the money except under our dictation, and at 
such a price [interest rate] as we may determine.’ ”§ 


BANKS HAD AMPLE RESERVES 


In both World War I and World War II the Federal 
Reserve System took pride in seeing to it that the banks 
had ample reserves so that they could make loans to war 
industries and buy Government securities. Just as muni- 


tTask Force Report on Regulatory Commissions, Appendix N, 
p. 110. 

§Board reprint of Aug 1948 Hearing before House Banking 
Committee, p. 23. 
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slow in raising rediscount rates because the Treasury 
wanted to fund a large amount of short-term obligations 
into bonds at a favorable rate. Their failure to act let the 
1919-20 boom reach unhealthy proportions.** Since 
World War II the Treasury and Federal Reserve authori- 
ties have also differed repeatedly on whether to raise in- 
terest rates. The Treasury has again favored lower levels 
to keep down the cost of servicing the debt, and the Board 
has urged higher levels to control the constant threat of 
inflation. On occasion it has asked Congress for additional 
implements of credit control, but it has got little assistance 
from that quarter. The position of the Board has not been 
an enviable one, but considering its handicaps it has done 
well. On the one hand, the member banks have held 
$50 billion to $70 billion of Government securities which 
they could turn into additional legal reserves on short no- 
tice. On the other hand, the Treasury has possessed vari- 
ous powers with which to influence the money supply and 
interest rates if it wanted to do so. Among these may be 
mentioned its ability to increase or decrease deposits with 
Federal Reserve Banks or with member bank depositaries, 
its ability to alter its rate of spending or borrowing, its 
power to raise the price of gold above $35 an ounce, and 
its authority to license banks, obtained in 1933, which 
could be used as a club. 


LOST EFFECTIVE CREDIT CONTROLS 


In contrast, the Federal Reserve Banks have lost some of 
their most effective credit controls. The main five deserve | 


**E, W. Kemmerer and D. L. Kemmerer, ABC of the Federal 
Reserve System, 1950 pp. 85-90, 
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mention. In the 1920's open market selling operations 
were their chief reliance to curtail credit expansion. These 
function by decreasing member banks’ legal reserves. But 
such selling operations are no longer effective because of 
member banks’ huge holdings of Government secutities, 
mentioned previously, which may be converted into legal 
reserves quickly. Second, raising rediscount rates, never a 
very effective device, is now quite ineffective because, again, 
of the abundance of legal reserves and of Government se- 
curities. Third, increasing reserve requirements, a tool 
devised in 1935, is also of little avail now for the same 
reason, and besides legal reserves have been fairly close to 
their maximum anyway. Fourth, the regulation of con- 
sumer credit under regulation W has not always been avail- 
able. Regulation W ceased in November of 1947, was re- 
newed for ten months in 1948-49, ceased again in 1949-50, 
and has now been revived. It is a helpful tool. Fifth, 
raising margin requirements to discourage stock market 
speculation has been available throughout but is hardly a 
major tool of control. In brief, the Board’s hands have 
generally been tied when inflationary pressures were form- 
ing. The Board has had freedom to act only when a de- 
pression threatened, as it did in the spring of 1949. Prob- 
ably the Treasury then encouraged it to act too. On that 
occasion its joy in being able to do something was mani- 
fest as one after another of the devices to stimulate credit 
expansion was put into operation. 


THE KOREAN AFFAIR 


Against this background we have the Korean affair. If 
it develops into a major war, once again the Federal Re- 
serve authorities will have to become loyal workers and 
turn their banking plants to the manufacture of as much 
credit as may be needed, just as in the last two world wars. 
But as long as Korea remains an incident, the Board is ap- 
parently anxious to do its utmost to hold the line against 
inflation. Thus far it has stood up admirably against what- 
ever Treasury pressures it may have been under. 

What has the Board done this summer and fall? In 
mid-August it permitted the New York Federal Reserve 


Bank to raise its rate on advances to member banks from 
114% to 134%. This trifling increase was chiefly an in- 
dicator of the Board’s frame of mind. Other Federal Re- 
serve Banks shortly followed New York’s example. More 
important, no sooner had President Truman signed the 
economic controls bill in September than the Board started 
to exercise regulation W. True, the regulation W controls 
are not so vigorous as they were at their World War II 
pe:k. Down payments on autos are one third, as before, 
but with twenty-one months to pay instead of eighteen; 
down payments on furniture are 10% instead of 20% and 
with eighteen months to pay as before. So it goes, and the 
payments are actually not much greater than a cautious 
merchant would have required anyway. The important 
fact, however, is that regulation W is back and is being 
used. Admittedly margin requirements and legal reserve 
requirements have not been changed. But the Treasury 
has had to pay a slightly higher rate for new money than 
formerly. 


WHAT ARE THE NEXT MOVES? 


What are the next moves likely to be? After the No- 
vember elections the provisions of regulation W may be 
stiffened. For as long as possible, in terms of months, the 
Administration may prefer credit controls to less popular 
economic controls. In the longer run, however, or in the 
event of greater hostilities or of still more rapidly mount- 
ing costs of armament, the Federal Reserve authorities will 
have to work with the Treasury and not serve as a counter- 
weight to it. That may mean more rigid regulation W 
controls and increases in margin requirements, but it will 
probably not mean much higher interest rates or the use of 
open market selling operations or new and higher maxi- 
mum legal reserve requirements. The result will almost 
certainly be a further rise in the price level. We have ex- 
perienced a small increase this summer. The cost of living 
rose about 70% in the decade of the 1940's. In other 
words, our 1950 dollar is worth 59 cents in terms of the 
1939 dollar. The next decade will very likely wtiness an- 
other cut in the purchasing power of the dollar. 


TUNG-SOL 
LAMP WORKS INC 


September 27, 1950 


The Board of Directors has this 
day declared the following dividends: 


$ .20 per share on the 
Convertible Pref- 
erence Stock 

$1.25 per share on the 
Common Stock 


both payable November 1, 1950 to 
stockholders of record at the close of 
business October 17, 1950. 


PAUL J. HEMSCHOOT, 
Secretary. 


on the 
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SOUTHERN 
NATURAL GAS 
COMPANY 


Birmingham, Alabama 


Common Stock Dividend No. 47 
A dividend of 57% cents 


per share has been declared 
Common Stock of 
Southern Natural Gas Com- 
pany, payable December 13, 
1950 to stockholders of rec- 
ord at the close of business 
on December 1, 1950. 


H, D. McHENRY, 


Dated October 19, 1950. 


DIVIDEND NOTICES 
DEBENTURE: The regular quarterly 
dividend of $2.00 per share on the De- 
benture Stock will be paid Nov. 1, 1950, 
to stockholders of record Oct. 24, 1950. 
“A” COMMON and VOTING 
COMMON: A quarterly dividend of 
30 cents per share on the “A” Common 
and Voting Common Stocks will be paid 
Nov. 15, 1950, to stockholders of record 


Oct. 24, 1950. 
A. B. Newhall, Treasurer 


Denioon Manufachwing So. 


Framingham, Mass. 


Secretary. 


THE SECOND* 
GREAT MILESTONE IN 


THE CARPET INDUSTRY 


BIGELOW-SANFORD, IN 1951, WILL 
DEVOTE 27% OF ITS PRODUCTION TO 
CARPETS CONTAINING FIBERS CREATED 
BY SCIENCE! 


This is the story of a search. Bigelow-Sanford began it 16 years ago to find a man-made 
fiber that would make carpets more attractive both in quality and in price. 

The search was long and exhaustive. It included hundreds of laboratory experiments 
. .. the operation of a small rayon factory as a pilot plant . . . countless “service’’ tests 
in homes, stores and offices. And there were many failures. 

But finally a special, tough, long-wearing rayon fiber was developed. By combining 
this synthetic fiber with natural wool fiber, Bigelow-Sanford’s research staff has created 
a number of brand-new carpet yarns. 

In 1951 four major Bigelow types of carpet will be woven from these new rayon-wool 
blends. A fifth will be all-rayon. The five lines will comprise 27% of our production. 

The blended yarns equal all-wool in durability, springiness and soil resistance. In their 
manufacturing characteristics, they are superior to wool. Each blend has been “tailored” 
to meet the production requirements of specific weaves and textures. Such factors as 
dyeability and yarn weight can be more easily predicted and kept uniform. 

In short, synthetics are giving us the fundamental advantages of all man-made materi- 
als: precise control of quality right from the source; a lower and more stable price level. 

This is only the beginning. But the 
end results are already clear. For the 
consumer: better rugs at lower prices. 
For Bigelow-Sanford and the industry: 
an ideal raw material to work with— 
and, therefore, more efficient produc- 
tion, smaller inventories and greater 
operating stability. 


Company, Inc. Peete 


Rugs — Carpets 


san trust ... since 1825 


A Larger Sphere for Analysts 


ME ROR YORE SAN EL EY ROUsKOR YY S3R: 


conclusions concerning stocks and bonds of a com- 
pany to the general environment in which the en- 
terprise may be expected to operate. 

War and peace, demagoguery and sound public policies 
condition the intrinsic worth of securities, as well as the 
competitive skill of management and the seasoned posi- 
tion of a given company. 


| Dies SOPHISTICATED SECURITY ANALYST relates his 


SECURITY ANALYST IS MODEST 


As a group, security analysts are modest and may not 
be fully cognizant of their capacity for public service in a 
larger role. 

It seems to me that, if the philosophy of the analyst were 
applied in the larger arena of public affairs, this cockeyed 
contemporary world might become a trifle more orderly 
and rational. 

The competent security analyst pursues realities, as dis- 
closed in actual performance and recorded in honest book- 
keeping. 

The analyst is impervious to ballyhoo and to self-serving 
cliches concocted by press agents, ghost writers, and huck- 
Sters. é 


DISCOUNTS SELF-EVALUATION BY MANAGEMENT 


The analyst discounts self-evaluation by management in 
public utterances, and he distinguishes between his own 
hard-boiled prognostication of the logical sequence of 
events, on the one hand, and official forecasts, on the other. 

By the same token, with his nose for distinguishing be- 
tween sincerity and insincerity, he can smell financial blue 
sky a mile off. 

Of course, the enactment of financial virtue into Federal 
statutes through the Securities Act and the Securities & 
Exchange Act has technically outlawed financial blue sky. 

Yet within the law there are loopholes for those lacking 
in high standards of integrity. 

Through experience, the analyst knows whose figures to 
believe. 

By way of illustration, the analyst, in the years before the 
panic on October 24, 1929, put various valuations on net 
earnings figures put out by public utility holding compa- 
nies. He knew that the Insulls, for example, tended to ex- 
aggerate reported net income through skimping on main- 
tenance. 

The analyst rates operators who are within the law all 
the way from high grade to highly speculative. 


PONZI GREAT ADVOCATE OF VIRTUE 


He knows that the outright financial blue sky operator 
caters to suckers through offering mutually exclusive ob- 
jectives. The late Charles Ponzi, in Boston, more than a 
quarter of a century ago had a bleeding heart for widows 
and orphans. He thought that the average husband, on his 
demise, was so penurious that he left an estate insufficient 
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in principal sum to enable his widow to keep up her stand- 
ard of living and maintain her virtue. And Ponzi, the 
humanitarian, was a great advocate of virtue. 

Ponzi thought the prevailing interest rate—4% at the 
savings bank in those days and 6% on GE debentures— 
provided insufficient income. 

He knew that the financially illiterate wanted (a) ab- 
solute safety of principal and (b) an extremely high re- 
turn. Not troubled with conscience or technical knowledge 
of the limitations of finance, Ponzi offered both. 


50% RETURN EVERY THREE MONTHS 


He did not stop at merely doubling the annual return. 
On the contrary, besides “absolute safety” of principal—a 
nonexistent condition even in theory—he offered a 50% 
return every three months, 200% per annum. 

At first blush, one might assume that such hyperbole 
would be self-defeating, but so great is human avarice and 
gullibility that Ponzi needed the police reserves to keep his 
customers orderly. 

He explained in a complicated manner that the high rate 
of profit represented the differential on international postal 
coupons between the official parity of exchange and. the 
prevailing low black market rate. But such rationalization 
had nothing to do with his scheme. 

His plan was much simpler. 

He used the principal brought in by new suckers to pay 
off old customers, and the process was unbeatable as long 
as new funds poured in in sufficient volume. 

But the perpetual motion was suddenly interrupted when 
a few inquiring journalists and the Postal authorities moved 
in on him. 


PONZI AHEAD OF HIS TIME 


As one of his detractors, maybe in retrospect, I owe 
Ponzi an apology. In offering the public something for 
nothing, he was ahead of his time. In recent years, such 
blue sky, applied to the political field, has been widely de- 
scribed under a false label of liberalism. 

A contemporary of Ponzi’s also operating out of New 
England, was indeed an originator of many of the tech- 
niques later applied in the political field. 

This promoter of a series of chain store enterprises had 
a new approach for getting the feet of his stock peddlers 
into the doors of prospects. In elaborate brochures and in 
the salesmen’s patter, he catered to popular prejudices 
against Wall Street. The approach was to disparage the 
House of Morgan and all the symbols of legitimate finance 
and corporate enterprise. 


METHOD ADOPTED BY POLITICS 


Through this type of diversion, the stock vendors gained 
a friendly ear on the part of the financially unsophisticated, 
and then they loaded up the suckers with worthless stock. 

In the double dealing of politics in these last eighteen 
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years, widely publicized personalities, sometimes styled as 
statesmen, similarly gained the limelight by exploiting the 
prejudices of the public, and they then loaded up the pub- 
lic with worthless and extravagant public policies. 


The significant point is that the New England promoter 
of chain stores should have been judged exclusively by the 
type of securities he offered and the manner of his service 
to prospects. 

But through a clever diversion, he got the mind of pros- 
pects on extraneous matters and fleeced them painlessly 
while their attention was on the irrelevant subject of the 
social usefulness or the lack thereof of high finance. 


My own experience as a journalist and security analyst 
and as an exposer of financial fraud indicates that members 
of the public do not deliberately and knowingly choose the 
role of suckers. 

On the contrary, innocents flocked to Ponzi and the other 
nefarious operators in the mistaken belief that so doing 
would achieve their own impulses for economic security. 


This subtle distinction was tested again and again. 
Publicity as to the anatomy and physiology of the fakers 
was disastrous to their continued successful operations. 


ANALYTICAL TECHNIQUE WOULD PROVIDE CATHARSIS 


This is all introductory to pointing out that the tech- 
niques of the security analysts, if applied to political ide- 
ologies, would provide an immense catharsis to the contem- 
porary world. 

It is futile to try to check New Dealers, Fair Dealers, or 
Double Dealers by pointing out that they are too “progres- 
sive” or too “liberal.” Such characterizations build them 
up. 

It is clearer use of language for analysts to expose the 
ham in insincere public figures who are out to give the pub- 
lic a rooking. If their ideological merchandise is described 
as political blue sky rather than as progressivism, such label- 
ing proves damning. 

The difference between the word-mongering propa- 
gandist and the security analyst is that the latter documents 
his views with facts and figures. He does not merely sub- 
stitute the prejudices of the Right for the errors of the 
Left. 

No political figure can survive being consistently charac- 
terized as incompetent, inefficient, and insincere. 

On the other hand, he thrives on futile jabs in the form 
of characterizing him as too anxious to serve the little fel- 
low. 


VOTER IS BRIBING HIMSELF 


As Henry Hazlitt pointed out, the give-away technique 
in politics will succeed until the voter recognizes that he is 
bribing himself. 

Representative John Davis Lodge, of Connecticut, who 
is opposing Chester Bowles in the race for the Governor’s 
chair, put the issue succinctly when in a discussion of 
“Welfare State” political blue sky, he said: 


This outrageous fraud which is being enacted in Hartford 
and Washington consists of depriving the people of their secur- 
ity through taxes and by lowering the purchasing power of the 
dollar, while at the same time offering to them the meager 
prospect of being uneasy wards of the State.” 
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WE NEED COMMON SENSE AND INITIATIVE 


The transient success of those who feed the public pap 
should not lead to long-term defeatism. 

For the future of the United States is excellent, provided 
we have the common sense and the initiative to apply the 
knowledge about our economic life that is available to us. 
Life is becoming increasingly complex. As it becomes 
more complex, there seems to be an increasing demand for 
the short-cuts, which the demagogue, the intellectual rack- 
eteer, and the political blue sky operator provide. 


Against that type of subtle intellectual fraud practiced 
in all parties, there are certain scientific approaches toward 
our economic problems. 


ACCOUNTING PROVIDES A TOOL 


Accounting provides a social tool, enabling us to carry 
on in an increasingly complex world. I don’t mean to im- 
ply that accounting is a finished art or a finished science. I 
am rather critical, as a matter of fact, of the fact that in 
1947, the American Institute of Accountants, instead of 
recognizing the abnormal pressures of this inflation period, 
put out several brochures indicating that we should stick to. 
accepted principles of accounting. 


With inflation of inventories and of capital goods, nor- 
mal principles of accounting tend to hide some of the reali- 
ties. Under the circumstances, I think it was noble when 
a few of the more thoughtful men in top management tried 
several years ago through special reserves and through ac- 
celerated depreciation and other devices to alert their stock- 
holders and others to the fact that the corporate figures 
don’t mean exactly what they seem to signify. 


HYSTERIA OF DEMAGOSUERY 


In contrast to the scientific approach to modern economic 
life which is made possible through accounting, there is the 
hysteria of demagoguery. So that you will know exactly 
what I mean, let me give you two or three illustrations 
which occurred before the Korean emergency. Before that 
incident, we were in the extraordinary position of priming 
the pump during a boom. We used to think of priming 
the pump as a speculative device designed to end a depres- 
sion, but we are now in the midst of a three-year running 
deficit at a time of very high-level activity, and, in the face 
of this situation, at a time when all thoughtful men in in- 
dustry and in Government and in the labor unions and in 
the educational institutions should be analyzing these situ- 
ations. 


A rather hysterical speech was made in the Senate earlier 
in the year by Senator Hubert H. Humphrey, Democrat of 
Minnesota, chairman of Americans for Democratic Action. 
He said that the number one example of Federal waste and 
extravagance was the operations of the Joint Federal Com- 
mittee on Non-Essential Federal Expenditures, headed by 
Harry F. Burd of Virginia. Over a nine-year period, that 
the Byrd Committee spent $127,500. During that same 
period, the Government of the United States as a whole has 
expended half a trillion dollars. I ask you to evaluate the 
mentality and the sincerity of a Solon who says in the face 
of the record that the number one example of extravagance 
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and waste is the auditing agency that is trying to limit ex- 
penditures and to control them. 

Likewise, at a time when we were working out of the 
_ teadjustment of 1949, which was aborted by the deficit fi- 
nancing, at this very time when thoughtful people were 
wondering about the effect of deficit financing on the fu- 
ture purchasing power of the dollar which has already been 
halved in the past ten years, at this very time when we 
should have been alert and thoughtful, Leon H. Keyserling, 
chairman of the President’s Council of Economic Advisers, 
in public appearances said that there was no need to be 
concerned about inflation as long as there were persons un- 
employed in the country, and as long as industry was not 
Operating at 100% of capacity. 


SUCH PROPAGANDA DISALERTS THE PUBLIC 


Such propaganda disalerts the public to the fact that in- 
flation is a money disease. It disalerts citizens to the ef- 
fect of deficit financing on the buying power of money and 
completely ignores the example in Germany after World 
War I, when the hyperinflation was getting under way in 
1922, that at that time there was unemployment in Ger- 
many and industry was not operating at full capacity. As a 
matter of fact, according to the best available records, in- 
dustry was then rising in volume in relation to the total 
capacity of operation, but at no time during the year 1922 


WHEN YOU CHANGE 
YOUR ADDRESS 


Please notify us promptly of your old as well 
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did it achieve more than 80% of the prewar level. 

Plato said that there are two worlds—the world of real- 
ity and the world of ideas. Men and women who work in 
the analytical field of facts and figures, who make it routine 
to face reality, may feel in these troubled times of H bombs 
and A bombs and police actions in Asia that they are far 
removed from the center of things. 

On the contrary, it seems to me that competent analysts 
and accountants have intellectual tools that can be applied 
to the wider sphere of world affairs beneficially. When 
the Florentine monks, in the Middle Ages, invented double- 
entry bookkeeping, they in fact created a new intellectual 
way of life—a way of life that potentially provides for a 
scientific approach to our social and economic problems at 
home and abroad. 


ANTIDOTE TO DEMAGOGUERY 


It seems to me that analysts possess a discipline, which, 
if applied more widely to our social and public affairs, 
would give-us an antidote to demagoguery and to hysteria. 
The difference between sense and nonsense lies in having 
precise and accurate data, and what we need is a tool to 
enable us to make a continuing success of self-government 
in this increasingly complex world. The analytical method 
provides an alternative to playing the game of national and 
international affairs by ear. 


Security analysts are 
invited to call on us for 
information concerning 


our client companies: 


Affiliated Gas Equipment, Inc. 
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American Metal Products Co. 
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Dresser Industries, Inc. 
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Tobin Packing Co., Inc. 
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fea Territory of Iowa, created by Con- 
gress in 1838, was three times the size 

of the state today, a vast sparsely settled 
frontier extending to the Canadian border 
on the north and embracing parts of the 
present states of Minnesota and the Dakotas. 
Robert Lucas, its first governor, saw the re- 
gion for the first time when he arrived in 
Burlington by river steamboat from Ohio 
but he was no stranger to frontier life. 
Born in 1781 in Shepherdstown, Virginia 
—now West Virginia—at the age of twenty 
Robert Lucas moved with his parents to the 
Northwest Territory where he began his 
career as a surveyor. After many years in 
various local and state offices he was twice 
elected governor of Ohio. He also acquired 


extensive military experience, serving in the 
War of 1812 and becoming major general 
in the militia and colonel in the U. S. Army. 

Four years after the death of his first wife 
Lucas was returning on horseback from a 
session of the Ohio legislature when he 
spied a young woman approaching with a 
milk pail in either hand and jokingly re- 
marked to his traveling companion that he 
would marry her if she leaped the fence 
which blocked her path. Instead of opening 
or letting down the bars, the young woman 
bounded over. That evening in the farm- 
house where Lucas and his friend sought 
shelter they met the daughter of the house- 
hold, Friendly Ashley Sumner, the young 
lady who had nimbly leaped the fence, and 


who indeed later became his second wife. 

Robert Lucas had a stormy term as gov- 
ernor of the Territory of Iowa for, besides 
the difficulties of administering a far from 


‘ 


Mantels above the seven fireplaces are black walnut 


law-abiding region where gambling and in- 
temperance were rampant, he was 
subjected to considerable sniping 
from political opponents. Never- 
theless, he was a firm, upright ad- 
ministrator whose vigorous poli- 
cies did much to establish order in 
the youthful territory. His most 
notable achievement was settling 
a boundary dispute with Missouri 
in lowa’s favor. 

In 1844 Robert and Friendly 


FIRE 


Lucas built a home on the outskirts of Iowa 
City which they named Plum Grove where 
he spent the rest of his life. Though retired 
from politics, he devoted his talents to fur- 
thering the temperance movement, develop- 
ing the public school system and promoting 
railroads. 

Appropriately, Plum Grove is now main- 
tained as a state monument. In recent years 
it has been restored to its original condition 
by a number of interested Iowa citizens and 
through the efforts of the Society of Colo- 
nial Dames it has been furnished with ar- 
ticles of the proper period including some 
that graced the house in the time of Lucas. 


The Home, through its agents and brokers, is 
America’s leading insurance protector of Amer- 


ican bomes and the bomes of American industry. 


«THE HOME * 


Home Office: 59 Maiden Lane, New York 8, N. Y. 


® AUTOMOBILE ° MARINE 


The Home Indemnity Company, an affiliate, writes ~ 
Casualty Insurance, Fidelity and Surety Bonds 


Copyright 1950, The Home Insurance Company 


Our Mid-20th Century Capitalists 


SHELBY CULLOM DAVIS 


FOREIGN CORRESPONDENT walked into our office the 

other day. He had lived abroad since the early ’30’s, 

gtaduated from “leg man” for one of the news ser- 
vices in Berlin to a “name” and syndication and a follow- 
ing. During this time he had also accumulated a tidy nest 
egg, which lay mostly idle in one of the big New York 
banks. He wanted to put this money to work. 

“What about bonds?” he asked. 

“There are U. S. Governments,” we replied, “and rail- 
toads which yield more but are more speculative.” 

He had heard about the plight of the railroads (in pre- 
war days). Nor did he wish any Governments. They 
were plainly too conservative. 

“I want some good, sound bonds,” he stated, “like the 
kind that Father used to buy. Public utility, corporation 
bonds.” 

“Nobody buys corporate bonds any more,” we replied, 
“except the life insurance companies” (and we might have 
added the pension funds). These institutional investors 
dominate our capital markets.” And then we explained the 
difference in tax status between individuals and life com- 
panies, which meant that corporate bonds have attraction 
only for the latter. 


WHAT DO LIFE COMPANIES INVEST IN? 


“What else do these life companies invest in?” questioned 
my friend. And therein lies this tale. It is a story of the 
investment operations of the 100 largest U. S. life insurance 
companies last year, how much money they had to invest 
and how they invested it. Few if any over-all studies, com- 
pany by company, have been made of life insurance invest- 
ing; perhaps because so few of the largest are stock com- 
panies and hence of limited ownership interest to investors; 
perhaps because most investment houses are largely inter- 
ested in the life companies in their own locality and not 
from the Atlantic to the Pacific and from the Gulf to 
north of the border. 


COMPANY BY COMPANY ANALYSIS 


We had prepared for submission before the Celler and 
O'Mahoney committees investigating the business of life 
insurance in the House and Senate last year an analysis, 
company by company, of life insurance investments. This 
year we brought these data up to date, and it is here told 
publicly for the first time. If the life companies rule our 
capital markets (by the approval, to be sure, of consumers 
who place premiums at their disposal), then it is surely 
worth while to see how,our ruling mid-20th century capi- 
talists invest their funds. 

Though their size may be breathtaking compared with 
our “big money” investors of the ’20’s, their market forays 
are far more cautious. Their “plunges” in the stock market 
are as remote as the plunging neck line. They are neither 
bulls nor bears on stocks. They are, however, bears on 
money. They have seen its value decline and decline as 
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their bonds have risen and risen in value. Is it any won- 

der that the saying was for some years current among 

them: “Stocks for income but bonds for appreciation.” 
What do these mid-20th century capitalists invest in? 


INVESTMENTS ARE DIVERSE 


What do they not invest in? They are ingenious, these 
ruling investors of our times. Buildings on Fifth Avenue, 
mail order stores in the Middle West, can factories in up- 
per New York, freight cars, Diesel locomotives, mortgages, 
preferreds, revenues, corporates, some commons, lease- 
backs—what a flash back to those modest investing days of 
the °20’s when life investment officers merely “bought” 
what was served up to them. 


If only one word might be used to describe life insur- 
ance investing last year that word would be diversity. From 
the standpoint of the economy as a whole this was fortu- 
nate, for funds were thus provided for many different pur- 
poses. While 54% of the companies placed more than 
half of their new monies in mortgages, 35% devoted more 
than half of their net funds to investment in bonds. While 
U. S. Governments were sold on balance by 59%, no less 
than 33% added Governments and 14% increased their 
Government holdings more than those of any other bonds. 
Similarly 61% increased their tax-exempt position and 
12% decreased. As for stocks, 69% placed some new 
monies in stocks, 44% invested 5% or more of their net 
for investment in stocks, and 4% sold stocks on balance. 
One company actually decreased mortgages net, an unusual 
situation for 14% placed more than 100% of new monies 
in mortgages and liquidated bonds to accomplish this. At 
the same time 2% invested 100% of new monies in bonds. 


These comparisons are sufficient to illustrate the diver- 
sity of outlook of life insurance company investment man- 
agers during 1949. Furthermore this diversity of outlook 
was diversified geographically. Take stocks as an example. 
Two investment managements in New York City and one 
each in Springfield (Mass.), Hartford, Nashville, Galves- 
ton, Greensboro, Chicago, Des Moines, Dallas, Richmond, 
and Worcester liked the outlook for stocks sufficiently to 
commit at least 15% of new monies to this category. On 
the other hand life insurance companies in Los Angeles, 
Dallas, Lincoln (Neb.), and Helena sold stocks on 
balance. 

Mortgages are even more illustrative. Fourteen different 
life companies valued these so highly that they placed more 
than 100% of their net for investment in them. These 
compznies were located in Newark, Worcester, New York, 
Los Angeles, Kansas City, Evanston, Pittsfield, Chattanooga, 
Indianapolis, Columbus, Greenville (S. C.), and Des 
Moines. On the other hand, companies in Washington 
and Chicago placed more than 100% of new monies in 
bonds. . 

Such divergences in opinion may not coincide with the 
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notions of economic planners, whether of Soviet or British 
Labour model, but they seem typically American and in- 
digenous to our competitive, free enterprise economy. The 
100 life company managements that invested more than 
$3.6 billion net in 1949 did so to the best of their abilities 
and with the advice and consent of 100 different boards 
of directors representing more than 1,500 of our outstand- 
ing businessmen, scientists, and educators, and located their 
home offices in 55 different American communities. Un- 
der such a decentralized system of investing the peoples’ 
savings the investment managers are far more responsive 
to the needs of the economy and far closer to the grass 
roots wherein lies the strength of the Nation. 


SMALLER COMPANIES GROW FASTER 


Last year it was demonstrated conclusively that the 
smaller life companies were growing at a far more rapid 
rate than the larger; specifically the smallest group in 1948 
grew in assets at a rate 50% greater than the largest. This 
trend continued during 1949. 

1. The slowest growing group was the largest, com- 
prising companies with assets over $1 billion. 

2. The fastest growing group was the next to the 
smallest, those with assets $50-100 million. This group 
grew at a rate more than 80% faster than the largest group. 

3. The second fastest growing group was the smallest, 
with assets below $50 million. It grew at a rate 60% 
faster than the largest group. 

4. The next group from the standpoint of growth was 
the third from smallest, with assets $100-—500 million. It 
grew at a rate more than 40% faster than the largest group. 

5. The next to slowest growing group was the next to 
largest, with assets $500 million to $1 billion. This group 
grew at a rate only 3% faster than the largest group. 

Even those who read while running must acknowledge 
the relationship between size and growth. Far from size 
feeding on itself, it appears actually to deter growth. The 
problem of bigness should therefore take care of itself with- 
out unwarranted intervention. 

Table 1 below gives a composite picture of life company 
investing last year, by size of company. 

Although of general interest, a composite picture does 
not carry the same “blow by blow” fascination to those 
who study investments as an account of what the specific 


companies actually did. However, such an account is not 
feasible for 100 companies. Even a lover of fisticuffs would 
weary of a week of Madison Square Garden. We shall 
therefore describe in detail the investment operations of 
the Big Seven last year, those whose assets exceeded $2 bil- 
lion each. Four of these companies are located in New 
York, one in Newark, one in Boston, and one in Mil- 
waukee. 


METROPOLITAN 


Metropolitan devoted by far the major portion of its new 
monies to the purchase of bonds, the five largest being $70 
million Transcontinental Pipe Line 1st 3¥¢ 1968, $33 mil- 
lion Radio Corporation 3% notes 1974, $30 million Great 
Lakes Pipe Line debenture 314 1969, $38 million General 
Motors sub notes 3% 1959 and $21 million Nassau Asso- 
ciates notes 334 1964. These five issues alone accounted 
for 30% of the public utility and industrial bond pur- 
chases. Smallest issue was $50 ths. 374% note of Red 
Hook Telephone Company due 1968. Preferred stock pur- 
chases were largely in public utilities although the two 
largest, $5 million CIT Financial $4 and $2.5 million Cater- 
pillar Tractor 420% were actually the largest issues ac- 
quired. The next three of the so-called Big Five last year 
were: $1.8 million invested in Public Service of Indiana, 
$1.7 million in Rochester Gas & Electric and $1.5 million 
in Public Service of Colorado. The preferred stock of 
St. Louis San Francisco Railroad was liquidated in con- 
siderable volume while Erie Railroad common (received 
through a reorganization) was also sold heavily. Assets 
increased 6.6% last year. Tax-exempt holdings remained 
negligible. Governments were liquidated to the tune of 
$250 million net in order to make funds available to home 
owners and industry. 


PRUDENTIAL 


Prudential increased substantially its commitment in 
mortgages. Bonds were liquidated on balance, $383 mil- 
lion Governments, a substantial part of which flowed into 
industrial and miscellaneous bonds. The five largest is- 
sues purchased were $52 million Schenley notes 3.20% 
1969, $40 million CIT notes 3.40% 1969, $30 million In- 
dustries notes 334% 1969, $30 million Seagram (Joseph 
E.) debenture 3% 1974 and $25 million Barnsdall Oil 


Taste 1. Assets or 100 Larcest U. S. Lire Insurance Compantes—1949 


Over 
$1 Dil. 
No. of companies 13 
Total assets $43.6 bil 
% growth during 1949 6.1 
Net for investment, 1949 $2,539 mil. 
% new funds invested in 
Real estate 8 
Mortgages 54 
Bonds 30 
Stocks 9 
Net increase in Holdings 
of (bonds) 
U. S. Gov’ts. —$1,376 mil. 
Tax-exempts 77 mil. 
Public util. 783 mil. 
Ind. & Misc. 1,400 mil. 
Stocks 198 mil. 
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$500 mil.to $100 to $50 to Below 
$1 Dil. $500 mil. 100 mil. $50 mil. 

5 35 26 21 

3.3 7.9 1.6 0.9 

6.3 8.7 AL? 98 
195 633 166 76 
—4+ Ps 1 —2 
47 65 62 53 
50 29 Be 37 
7 6 5 3 
—8 —58 —14 —5 
15 48 10 6 
47 134 27 20 
32 66 13 2 
18 45 10 Z 
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notes 37g 1962. These five issues accounted for 60% of 
bond purchases. The only sizable tax-exempt purchases 
were $3.7 million University of Houston Dormitory Rev. 
3% 1951-79. There were three substantial preferred stock 
acquisitions: $15 million in CIT Corporation $4, $3.8 mil- 
lion in United Biscuit $4.50, and $2.5 million in Pacific 
Gas & Electric 5% preferred. Tax-exempt holdings were 
almost negligible. 


EQUITABLE 


Equitable followed an investment policy more similar to 
Metropolitan's than to Prudential’s, the bulk of the new 
monies going into the bond account. There was no net 
change either in Government of tax-exempt holdings which 
latter were practically nil. An interesting sidelight was the 
increase in railroad bond holdings of $20 million, includ- 
ing B & O, Chicago Rock Island, Chicago Northwestern, 
New York Central, St. Louis San Francisco, Seaboard, 
Southern Pacific. The five largest corporate acquisitions 
were $35 million Kupan Transport notes 234% 1950-57, 
$33 million McCarthy Oil and Gas notes 4%, $27 million 
Caroline Power Ist 314 and 314% 1979, $14 million 
Trans-Arabic Pipe Line notes 2.55% 1951-62, and $13 
million California Packing notes 2.80% 1951-65. These 
five acquisitions accounted for more than 70% of public 
utility and industrial bond purchases. Substantial preferred 
stock purchases were made, the largest being $10.7 million 
in Pacific Gas & Electric 5% preferred, with the next larg- 
est acquisitions in Gulf States Utilities, Public Service 
Electric and Gas, El Paso Natural Gas, and Public Service 
of Indiana, in the order named. It is interesting also that 
a block of 12,000 shares each of two New York public 
utility companies were acquired, New York Electric & Gas 
and-Rochester Gas and Electric, both received in the hold- 
ing company reorganization. Bethlehem Steel and U. S. 
Steel 7% preferreds were also bought in the open market. 


NEW YORK LIFE 


New York Life emphasized investments in real estate to 
a greater extent than other companies, real estate holdings 
increasing $30 million during the year. New monies there- 
fore were split approximately 50-50 between real estate 
and mortgages and bonds and stocks. A further interesting 
features was the net increase in stock holdings of $40 mil- 
lion, the largest aggregate figure of any life company. A 
reduction of U. S. Governments by $397 million was also 
the largest for any life company. The rise in municipal 
holdings was also the largest of any life company except 
- Northwestern Mutual, described below. Corporate bond 
- acquisitions were divided fairly evenly between public util- 
ity and industrials. The largest corporate acquisitions were 
$32 million Standard Oil debenture 234% 1974, $25 
million Public Service Electric & Gas Ist 274% 1979, $25 
- million Richfield Oil debenture 2.85% 1974, $25 million 
Transcontinental Gas Pipe Line 1st 336% 1968, $22 mil- 
lion William Penn Place Corporation (Pittsburgh) Ist 21 
to 314% 1950-80. Illustrative of the greater degree of 
diversification is the fact that this Big Five constituted only 
- 30% of the company’s public utility and industrial invest- 
ments. A $14 million commitment was made in Pennsyl- 
vania Turnpikes, and $10 million International Bank 3% 
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1969 were acquired. Big Five purchases among preferred 
stocks were $6.6 million Pacific Gas & Electric 5% pre- 
ferred, $4.1 million Union Electric $4 preferred, $2.3 mil- 
lion Connecticut Light and Power preferred, $2 million 
Caterpillar Tractor 4.20% preferred, and $2 million Inter- 
national Harvester 7% preferred. Some sales took place 
among railroad bonds, such as New York Central, Illinois 
Central, and New York and Harlem 1st 314% 2000. 


JOHN HANCOCK 


John Hancock invested more than any other life com- 
pany in common stocks, nearly $20 million worth. Bond 
acquisitions were greater than real estate and mortgage pur- 
chases combined. Tax-exempts ran off on balance. The 
largest corporate acquisitions were $17 million Standard 
Oil New Jersey 3% notes 1979, $15 million Texas Empire 
Pipe Line notes (varying rates and maturities), $12.5 mil- 
lion Texas Pipe Line notes 2.90% 1974, $7 million Ameri- 
can Factors (Hawaii) 334% 1963, $7 million Schenley 
3.20% notes 1969, $7 million Standard Oil Indiana 2.90% 
notes 1979. Big Five purchases among commons were 
Gulf Oil, DuPont, IBM, Union Carbide, and Dow Chemi- 
cal. Other subtantial purchases were made in Standard Oil 
New Jersey, Minnesota Mining, General Electric, Good- 
rich, Eastman Kodak, and Texas Company. The list also 
included Abbott Laboratories, American Research and De- 
velopment, American Viscose, Continental Oil, Corning 
Glass, International Paper, Johnson & Johnson, Kennecott, 
Merck, Parke Davis, Phillips Petroleum, and Sears. Sub- 
stantial sales took place in American Telephone & Tele- 
graph and Southern New England Telephone. Other sales 
included United Shoe Machinery, Curtis Publishing, Louis- 
ville and Nashville, and Atlantic Coastline. 


NORTHWESTERN MUTUAL 


Northwestern Mutual increased its tax-exempt portfolio 
more than any other company, approximately $33 million 
in a diversified list. Largest corporate acquisitions were 
$91 million Warren Petroleum notes 314% 1958-64, $8.5 
million Standard Oil New Jersey 2 3/5% debenture 1974, 
and $5 million each of Mississippi River Fuel first mort- 
gage 344% 1966, Transcontinental Gas Pipe Line first 
mortgage 398% 1968, General Motors Acceptance Cor- 
poration 3% notes 1959, and La Gloria Corporation notes 


4% 1954-61. 
MUTUAL OF NEW YORK 


Mutual of New York invested heavily in mortgages and 
real estate which absorbed all of new monies, there being 
a net disinvestment in the bond account. In this respect 
Mutual’s policy was similar to that of Prudential. Pre- 
ferred stocks were acquired in quantity, however. Its five 
largest purchases were Connecticut Light and Power, Pub- 
lic Service of Indiana, Tennessee Gas Transmission, Wis- 
consin Electric Power, and Illinois Power. No less than 44 
different issues were acquired, largely public utility but 
including also Caterpillar Tractor, Minneapolis Honeywell, 
and Celanese among the large-scale industrial purchases. 
Big Five corporate loans were $21.5 million Nassau Asso- 
ciates mortgage notes 334-4%, $15 million Transcontinen- 
tal Gas Pipe Line first mortgage 358% 1968, $10 million 
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Great Lakes Pipe Line debenture 344% 1969, $10 million 
Associate Investment 4% notes 1959, and $6 million Gen- 
eral Motors acceptance notes 3% 1959. 

Table 2 reveals some of the salient figures about these 
Big Seven last year, whose assets totaled $35 billion. 

A cross section of some of the other companies seems in 
order, companies nearer the crossroads of the Nation than 
the Big Seven. 


LINCOLN NATIONAL 


Lincoln National of Fort Wayne, Ind. (assets $424 mil- 
lion), placed more than half its new monies in bonds, and 
its stock acquisitions were significant also. Governments 
were liquidated in small amounts, and tax-exempts and in- 
dustrial bonds increased approximately the same extent. 
The largest rise was in public utility bonds. The five larg- 
est purchases were Arizona Power, Printers Sales Note 
(guaranteed by Cuneo Press), Monongahela Valley Water, 
Transcontinental Pipe Line, and Citizens Independent Tele- 
phone. An interesting acquisition, totaling $1.2 million, 
was in Grand Trunk Pacific Western Division (guaranteed 
by Canadian Government). A number of Canadian mu- 
nicipalities were acquired as well as provincial bonds. Many 
of the preferred stocks were acquired directly from water 
and telephone companies. Almost all the commons pur- 
chased were public utilities, of which the five largest were 
(in order) Peoples. Gas Light, Delaware Power & Light, 
Cincinnati Gas & Electric, Indianapolis Power & Light, 
and American Water Works. 


NATIONAL LIFE AND ACCIDENT 


National Life and Accident of Nashville, Tenn. (assets 
$311 million), also increased its stock holdings significant- 
ly, both preferred and common. Bulk of new monies was. 
committed to mortgages which at year end were larger than 
bond holdings. Nearly 30 issues of preferreds were ac- 
quired. On June 6 and 7, close to the lows for the bear 
market, substantial blocks of common were acquired in 
highest-grade issues such as DuPont, General Motors, In- 
ternational Harvester, Standard Oil New Jersey, in all 29 
different issues. The five most important corporate acquisi- 
tions were: New England Telephone & Telegraph, Com- 
monwealth Edison, Standard Oil New Jersey, Westing- 
house Electric, and Louisville Gas & Electric. 


OCCIDENTAL 


Occidental of Los Angeles (assets $246 million) also in- 
vested heavily in mortgages which total no less than 59% 
of assets compared with 20% for bonds and 10% for 


stocks. Of interest is the fact that Occidental liquidated 
stocks rather heavily since at year end 1948 they comprised 
14% of assets. Largest sale was in a sense an intercom- 
pany transaction, 26,704 shares of Bank of America to 
Transamerica. A substantial block of Fireman’s Fund was 
also sold to Transamerica as well as a number of bank 
stocks and other securities such as Anaconda Copper, Con- 
goleum Nairn, Philip Morris, and Sperry. Most of the 
new bond money was placed in Governments, although 
considerable railroad bonds were acquired. Largest cor- 
porate purchase was $1.3 million Pacific Gas & Electric 
Ist 3’s 1983. 


CALIFORNIA, WESTERN STATES 


California Western States of Sacramento (assets $111 
million) allowed its cash and policy loans to increase al- 
most as much as its bonds or mortgages. The only bonds 
acquired were Governments with a few Canadians. Blocks 
of four common stocks were bought: Crown-Zellerbach, 
Texas, American Insurance, Southern California Edison. 


PAUL REVERE 


Paul Revere of Worcester, Mass. (assets $56 million), 
placed all its new monies in mortgages which were approx- 
imately 10% more than bonds at year end. Cash was drawn 
down and bond holdings actually increased too net, rails 
being sold quite heavily but Governments and industrials 
being added to. Substantial purchases of American Tele- 
phone & Telegraph convertible bonds were effected. Many 
common issues were bought, and stocks were 8% of assets. 
Public utilities were featured, but banks such as Irving, 
Bank of Manhattan, and Corn Exchange were included. 
Sales of United Gas and Commonwealth Edison were made. 


CONTINENTAL 


Continental of Washington, D. C. (assets $39 million), 
began the year with its assets invested largely in mortgages. 
Its proportion was 76% to 7% for bonds. As a result 
Continental followed a policy different from any other 
company among the 100 largest in the United States. Mort- 
gages were diminished by approximately $1.5 million, and 
bonds were increased by $5.3 million. In other words, 
Continental liquidated mortgages on balance and put all 
its new monies into bonds including Governments. Largest 
acquisitions, however, were in public utilities with tax- 
exempts also being bought in some volume. Stocks repre- 
sented 1% of assets at year end, and bonds were 20% com- 
pared with 63% for mortgages. 


Tazie 2. Assets $1 Birti0on AND Over, 1949 
Millions of Dollars 


% New Funds Invested 


Net Increase in Holdings of 


Net for in (Bonds) 
Investment 
Admitted ———————_———_ Real U.S. Tax- Pub. Ind. & 

Company Assets 1949 1948 Est. Mtges. Bonds Stks. Govts. Haempts Util. Misc. Stks. 
Metropolitan 9,708 565 564 i 23 62 4 —250 —2 186 450 24 
Prudential 8,325 471 500 4 116 —27 6 —350 3 33 247 26 
Equitable 5,269 366 371 & 34 59 8 eee ; 62 108 32 
New York Life 4,675 221 211 14 35 30. «(18 —397 23 223 206 40 
John Hancock 2,697 224 233 7 34 44 9 — 43 —4 32 104 20 
N. W. Mutual 2,443 148 135 4 44 51 1 — 39 33 51 relib 2 
Mutual of N. Y. —17 21 — 93 5 50 59 15 
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2,075 68 66 18 95 
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CENTRAL LIFE 


Central Life of Chicago (assets $36 million and 100th 
in size of U. S. life companies) is unusual in that it com- 
mitted all its new monies to bond purchases but in addi- 
tion increased its mortgages no less than $0.6 million. This 
was accomplished by a reduction in real estate and sales 
contracts of some $0.5 million. Governments were pur- 
chased heavily while tax-exempts ran off. Largest bond 
purchases were in public utilities, and in this category 
American Telephone & Telegraph convertibles were by far 
the most important acquisition. Some public utility pre- 
ferred and commons were acquired, but the largest common 
purchase was Texas Company. Bonds at year end were 
63% of assets compared with 21% for mortgages, stocks 
being 3%. 

From our analysis of the Big Seven with aggregate as- 
sets of $35 billion and the Smaller Seven with aggregate 
assets of $1.2 billion, it is apparent that our mid-20th cen- 
tury capitalists are both rugged individualists, in the sense 
that they make up their own minds following no precon- 
ceived pattern, and believers in diversification, on the the- 
ory of many baskets for many eggs. In fact, one of the 
newer developments in life insurance investing statutes in 


the states is the so-called “basket” provision. Investments 
prohibited elsewhere in the statute or not specially ap- 
proved are permissible in the “basket” section. Connecti- 
cut’s “basket” section applies to 5% of assets. So does 
Illinois’, Ohio’s, Nebraska’s and New Hampshire’s. Mas- 
sachusetts, an important insurance state, has certain exempt- 
ing provisions concerning funds in excess of three quarters 
of the reserve which may be invested “in any manner that 
the directors may determine,” within certain specific limita- 
tions. New York has neither “basket” nor exempting pro- 
visions, although such worthy gentlemen as Frederic W. 
Ecker, financial vice-president of the Metropolitan; 
Devereux C. Josephs, president of New York Life; and 
Oliver M. Whipple, financial vice-president of Mutual Life 
of New York testified strongly in their favor last January. 


We suppose what our friend the foreign correspondent 
might wonder at this point would be who is holding the 
basket for whom—the life companies as our mid-20th cen- 
tury capitalists for the economy as a whole or the economy 
as a whole for our new ruling investor class. Perhaps he 
would take comfort in the knowledge that even these in- 
genious and canny investors have their problems — even 
though buying corporate bonds is not one of them. 


Incidents of the Mexican War Period 


Copper mined near Lake Superior. 


Charles Goodyear “presented patent for vulcanizing rubber.” 


Cotton crop about 2,400,000 bales. 


“A new speculative feeling became apparent” . . . Money abundant. 


Banks increased loans. 


“A great change took place in the course of financial and commercial affairs, in both England 
and the United States. After a long downward tendency in prices and values, a specu- 
lative feeling became again apparent.” Money was abundant resulting in an improved 
foreign commerce and domestic manufacture. (Hunt’s Merchants, volume 12) 


Deposits 70 percent higher than in January of 1843. 


January . 
March . 


. Money superabundant and seeking employment.( Niles Register, volume 65) 
. Few that are out of the immediate circle of stockgambling have an idea to the 


extent to which it is carried. (Niles Register) 


November . 


. Money market continues in a feverish condition since election . . . the 


confidence of business enterprise is exceedingly shaken—stocks are depressed, the 


banks ask a heavier interest for loans . 


charged. (Niles, volume 67) 
December 28 . 
Rent disturbances in Hudson County. 


January 


. and workmen are in many places dis- 


. Serious anti-rent disturbances in New York. 


States that had not paid their debts or dividends were Arkansas, Florida, 


Illinois, Louisiana, Maryland, Mississippi, Pennsylvania. 


The Stock Market remained firm until the intelligence of the Mexican 


Minister having demanded his passports gave somewhat of a downward tendency. 


March . . Large cotton speculation. 
March . . Annexation of Texas ratified by Senate. 
March 7 . . Further anti-rent riots in New York. 
March 15 

(Niles Register) 
April . 


. Advance in the price of cotton, advance in the price of iron “notwithstanding the 


immense number of new iron works that are about to be brought into operation.” 


(Niles Register) 
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THe DETROIT EDISON CoMPANY 


Gentlemen: 
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The steady flow of accurate, 
cial information t+o our present ana future 
g4nvestors is of primary concern Ae) Detroit 
Faisone 


Representatives of various statistical and 
financial firms have always peen assured a warm 
welcome py our organization: This fact is an 
qntegral part of our tradition of progress cr we 
a policy which, over the years, has prougnt 

many analysts to our aoors from all parts of 

the natione ; 


To you who have talked with our management » and 
you who thus far nave peen unable 
t cordial jnvitation to 


meet our offic 
accurate appraisal of our present = 


future outlook. 
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*Southeas! 
astern Michi} 
in white on ea. shown 


Sources of Railway Capital 


KENNETH F. BURGESS* 


equity capital to meet the country’s industrial 

needs. All sorts of reasons have been ascribed for 
the declining public interest in common stocks. All sorts 
of schemes have been proposed for stimulating renewed 
interest. 


Ms: HAS BEEN SAID lately about the shortage of 


SYMPOSIUM ON VENTURE CAPITAL 


A year ago The Chicago Association of Commerce and 
Industry conducted a symposium on the subject of venture 
capital. Among those who spoke was a distinguished in- 
dustrialist, Dr. Robert E. Wilson, chairman of the board of 
directors of the Standard Oil Company of Indiana, who 
said there was a shortage of venture capital because those 
who knew the facts about common stocks did not have 
the money to invest, and those who had the money did not 
know the facts. Others attributed the situation to the great 
growth in the assets of life insurance companies and in- 
vestment trusts, and, more recently, pension trusts, which, 
as fiduciaries, are primarily interested in investing in bonds 
and other debt securities, and not in common stocks. Still 
others blamed the policy of the Federal Government as 
expressed through the Securities and Exchange Commission, 
and the theory of the income tax law in regard to short- 
term gains and the nondeductibility of losses against or- 
dinary income. 


SO-CALLED SHORTAGE OF EQUITY CAPITAL 


There has been much agitation—some spontaneous and 
some stimulated—in regard to the so-called shortage of 
equity capital. Many remedies have been proposed, all 
the way from a drastic revision of the tax laws to a liberal- 
ization of the laws regarding trust investments. Even hand- 
outs from the Federal Treasury have been proposed. 
Meanwhile, we have had a rising stock martket, not accom- 
panied, however, as yet by much new financing through 
stock, as contrasted with debt securities. 


TABLES SHOW UNDERLYING FACTS 


I prepared a series of four tables to show some of the 
underlying facts. These do not disclose anything particu- 
larly new, or probably anything that most intelligent‘ ob- 
servers of security prices do not know. But perhaps they 
ctystalize some of the elements that confront corporate 
managers in various fields. Certainly, they point out some 
radical differences between the railroad companies and 
other corporations, so far as the sources of capital are con- 
cerned. 


NEW CAPITAL OBLIGATIONS ASSUMED 


Table 1 shows that in the three years 1946, 1947, and 1948 
new capital obligations were assumed by all corporations 
“in the United States in the amount of $13,434,400,000. 


+Before the Chicago Regional Chapter, June 2, 1950. 
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This excluded refunding operations and is restricted 
to obligations, bonds, and stocks, representing new 
money. Of this amount, only 17%, however, represented 
new capital stock. All of the rest—more than $11 billion 
out of $1314 billion—was represented by additional debt 
securities. The gas and electric utilities did not do quite 
so well as the average of all companies in respect to the per- 
centage of stock, and the Bell Telephone System did a lit- 
tle better. 


NEW STOCK ONLY 13.7% 


Thus, new stock issues accounted for only 13.7% of the 
new money flowing into the gas and electric utility busi- 
ness, whereas in the telephone industry stock issues ac- 
counted for 20.3%. This latter figure was probably bet- 
ter than the average because of the use of the conversion 
privileges attached to debt securities of the Bell System al- 
though declining earnings made these less attractive than 
formerly. The showing of 20.3% in stock issues for the Bell 
System indicates the same trend, because heretofore the 
Bell System has prided itself in having its debt securities 
represent considerably less than 50% of its total capital 
obligation, in fact, as low as 35%. The Bell System has 
also faced another disability not shown in this table. Its 
margin of earnings above dividend requirements has de- 
clined. Whereas many gas and electric utilities have con- 
tinued to retain undistributed earnings, thereby increasing 
their net worth, the Bell System in some recent years has 
had to dip into its surplus to maintain its dividend rate. 


BETTER RESULT IN 1949 


For the year 1949, a somewhat better result is shown so 
far as equity financing is concerned. Thus, in respect to 
all corporations, 19% of the new financing is through the 
medium of stock, as contrasted with 17% for the three 
previous years. In respect to gas and electric companies, 
the stock percentage rose from 13.7% to 27.7%, and, in 
respect to the Bell System, from 20.3% to 28.5%. 

The situation in respect to the railroad industry is wholly 
different from this showing in respect to corporations gen- 


Tae 1. ..New CapiTat Opvications 1946-48 
Gas and :Electric.U tilities 


Debt Securities Stock Total 
'$4,906,000,000 < = * 200,000 $5,688,000,000 
13.7% ) 
(49) 1,832,000,000°' - (49) 705,000,000 = (’49)_ 2,537,000,000 


Bell System (Am. Tel. & Tel. Co.) 
2,139,270,000 545,372,000 - 


(20.3% ) 
(49) 419,373,000 . (’49) 


2,684,642,000 


167,287,000  (’49) 586,660,000 
All Corporations 


11,154,200,000 Caen 13,434,400,000 

: (17.0% ) 
(749) 3,952,600,000  ('49) 956,647,000. . (49) 4,909,297,000 
2 


erally, as well as in respect to the gas and electric and tele- 
phone utilities. 


SOURCES OF RAILWAY CAPITAL 


I have shown on Table 2 the results of a study of the 
sources of railway capital since 1920. During the decade 
of the ’20’s, in 1921 to 1930, the railroads made capital ex- 
penditures for road and equipment of $8 billion. In the 
subsequent fifteen years—1931—45—the capital expendi- 
tures were $5,600 million. In the lower part of this table 
is shown the source of this money for these capital ex- 
penditures in the two periods. Thus, of the $8 billion of 
capital expenditures, $6 billion came from income and 


TABLE 2. CAPITAL EXPENDITURES FOR RoAD AND EQUIPMENT 


1921-30 1931-45 
$8,012,531,496 $5,631,832,501 
Sources of Railway Capital 
1921-30 1931-45 
From income and liquidation of 
property $6,003,421,567 $8,421,550,498 
From securities 2,129,493,625 
Funds applied to reduction of 
capital *2,776,530,619 
Total $8,132,915,192 $5,645,019,879 
*Deficit. 


liquidation of property and $2 billion from new securi- 
ties. It has not been possible to divide these between stock 
and bonds, although I am confident that most of it was 
debt money. In the second period no new money what- 
ever came into the railroad industry from new securities. 
Such security issues as were offered were either refunding 
Operations or in connection with railroad reorganizations. 
The $5,600 million of capital expenditures in the second 
period came wholly from income and liquidation of prop- 
erty. In other words, the railroad industry for some reason 
or other found it either necessary or desirable to finance 
itself by the diversion of income and the liquidation of its 
property. How could it do this? 


BECAME A DECLINING INDUSTRY 


Table 3 shows that during the second period previously 
discussed, that is, from 1931 to 1945, the railroad indus- 
try became a static—actually a declining—industry so far 
as met investment is concerned. Thus, although the gross 


TABLE 3. Property INVESTMENT 
Class I Railroads 


1931 1948 


Gross investment $26,405,685,824  $30,088,000,904 
Net investment (after accrued 
depreciation ) 23,866,566,046 23,622,430,779 


investment increased from $26.4 billion in 1931 to $30 bil- 
lion in 1948, the net investment after depreciation actu- 
ally declined. The accrued depreciation has increased from 
a little more than $214 billion in 1931 to almost 61% bil- 
lion in 1948, brought about in pzrt by the requirement of 


jap 


the Interstate Commerce Commission that the railroads 
should set up depreciation in respect to roadways and 
structures, as well as in respect to equipment. 


HOW RAILROADS MET SITUATION 


Table 4 shows in part how the railroads have been meet- 
ing the situation that has been confronting them in re- 
spect to their requirement for new capital expenditures for 
road and equipment. In an earlier table we showed that 
since 1931 no new money has come into this industry 
through the sale of securities, either stocks or bonds. I 
have excluded equipment trust certificates in making this 
statement, for such certificates are really short-term notes, 
repaid out of working capital and depreciation reserves. 


FUNDS TO FINANCE INDUSTRY 


The left-hand side of Table 4 shows in part how the 
railroads have been securing funds to finance their own in- 
dustry. This has been accomplished to some extent by 
withholding income from stockholders. Thus, where for- 
merly the railroads paid on an average of more than 412% 
in dividends on their outstanding stock, and almost 5% 
during the decade of the ’20’s, this dropped below 2% 
in the decade of the ’30’s and remained below 3% in the 


Tasie 4. Crass I RAILROADS 


Net Working Capital 


Average Rate of Dividends 


1911-20 4.53% 1940 $ 213,499,844 
1921-30 4.84% 1945 1,659,219,109 
1931-40 1.80% 1947 867,633,299 
1941-48 2.92% 1948 754,636,964 

1949 (Apr 30) 528,238,162 


decade of the ’40’s. Meanwhile, in this last decade of the 
’40’s, the railroads have drawn heavily on their working 
capital which was accumulated during the war years and 
not paid out during those years in dividends to their stock- 
holders. Thus, their net working capital has been reduced 
from $1.6 billion in 1945 to only a little over $528 mil- 
lion in April of this year, a process which of course cannot 
continue indefinitely. 


CONFINED TO REFUNDING ISSUES 


I have not presented these facts as setting up any moral 
or establishing any thesis. They undoubtedly do have much 
significance. Of course, no one would expect the investing 
public to pour new money in the railroad industry by buy- 
ing new stock issues at par when most of the bonds are 
selling in the market at less than par. Neither could one 
expect to raise much new money for the railroad industry 
through bond issues under these circumstances. Actually, 
railroad bond issues for many years past have been confined 
largely to refunding issues, and then restricted to compata- 
tively few railroad companies. 

It is fortunate, as it has become necessary, that the rail- 
roads should have been able to carry on and provide the re- 
quired capital investments in road and equipment from 
within themselves. Obviously, this could not have been 
done with a rapidly expanding industry. Neither could it 
have been done without appropriation of income—in part, 
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at least—at the expense of railroad stockholders. To carry 
on upon any such basis as this, the railroad industry must 
have gross income adequate to provide substantial earnings 
and also depreciation rates and reserves that will enable 
them to maintain their properties. The railroad industry 
has to cope with the very real problem of replacing its 
property at cost levels higher than the original cost in re- 
spect to which depreciation has been accrued. It has been 
doing this by using retained earnings to offset in part the 
increase in unit costs. This points up in another way the 
necessity for the maintenance of an adequate level of earn- 
ings if the railroad industry is to continue to provide an 
adequate system of transportation for the needs of the 
country. 


SOURCE OF CAPITAL ENTIRELY DIFFERENT 


The situation of the railroads in respect to the source of 
capital is entirely different from that of other corporations. 
This is due in part to the fact, already noted, that during 
the past twenty years it has not been an expanding, but 
rather a contracting, industry. It is also due in part to the 
nature of the requirements for new capital. In fact, new 
capital has been required primarily to make up the added 
costs of replacements of ways and structures above the old 
costs on which depreciation was accrued and, second, for 
the purpose of buying equipment, cars, and motive power. 
Since World War II, the railroads have used up in excess of 
$1 billion of accumulated cash working capital. A large 
part of the wartime earnings was withheld from stock- 
holders and constituted a reserve that has been utilized 
since that time to meet current requirements, especially the 
necessity of replacing property at cost levels higher than the 
original cost. Short-term borrowings through the medium 
of equipment trusts have increased almost $11/ billion in 
the past ten years. On December 31, 1949, outstanding 
equipment trust obligations amounted to $1,708 million 
as contrasted with $480 million at the end of 1940. 

The provisions in the 1935 amendments to the Bank- 
ruptcy Act, which stabilized the credit rating of equipment 
trusts, have been of tremendous value to the industry. These 
provided that bankruptcy proceedings should not affect the 


title of the owner of the equipment leased or conditionally 
sold, or the right of the owner to retake possession. These 
provisions prevented defaults, and led to continued pay- 
ments throughout bankrupcty in respect to equipment trusts, 
and, finally, assumption of the obligation by the new cor- 
poration. Equipment trusts are really classed with debts 
for wages and materials and supplies, and as a result have 
had exceptionally fine credit rating. 


$214 BILLION OF INVESTMENT 


Through these two media the railroad industry in the 
past decade has brought in at least $214 billion of invest- 
ment without the sale of either stocks or bonds. Whether 
this can continue may be questionable. Some new programs 
are being tried. In March of this year, the Southern Pacific 
sold $37,727,600 of 3% convertible debentures which are 
converted into stock at $55 a share. These mature in ten 
years, and the success of this financing will be determined 
in the end by the extent to which these are converted into 
stock during this period. 


INSURANCE COMPANIES’ PROGRAM 


Recently insurance companies have sponsored a program 
whereby they would purchase railroad equipment and lease 
it to the railroads for a period of fifteen years, renewable 
thereafter for ten additional years. This program avoids 
the down payment by the carrier customary under equip- 
ment trusts and provides rentals that are deductible for in- 
come taxes. Other programs, of course, may be developed 


also. 


LESS INTERESTED IN CAPITAL MARKET 


The general conclusion would seem to be that the rail- 
road industry is less interested in the capital market, so far 
as stocks and bonds are concerned, than are corporations 
generally. However, in order to carry on as they have in 
the past, the railroads must maintain current income so as 
to avoid any default on their short-term notes and to pro- 
vide additions to their working capital. Earnings must be 
large enough so that, after reasonable dividends, there will 
be something left to go into the industry. 
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CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 


Diviwenp No. 14 


T ue BOARD OF DIRECTORS 
has this day declared a regular 
semi-annual cash dividend of 
One Dollar ($1.00) per share 
on the capital stock of the Com- 
pany, payable on November 2ty 
1950, to stockholders of record 
at the close of business October 
16, 1950. 

E. E. DUVALL, Secretary 


September 27, 1950 
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MINNEAPOLIS GAS 
COMPANY 


739 Marquette Avenue 
Minneapolis 2, Minnesota 


Common Stock Dividend 


The Board of Directors of Minne- 
apolis Gas Company, at a meeting 
held on October 10,1950,declared a 
dividend of 25c per share payable e 
in cash on November 10, 1950, to 
common stockholders of record at the 
close of business October 25,1950. 
H. K. WRENCH, President 
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NATIONAL DISTILLERS 


PRODUCTS 
CORPCRATION 


DIVIDEND NOTICE 
The Board of Directors has de- 


clared a quarterly dividend of 
50c per share cn the outstandi:g 
Ccmmon Stock, payable on No- 
vember 1, 1950, to stcckholders 
of record on October 11 1950. 
The transfer books will not close. 


THOS. A. CLARK 
September 28, 1950. Treasure. 


The lights are on now in 
Pure Oil's new laboratories 


Main entrance of Pure Oil’s new research center: 140 landscaped acres, five build- 
ings, almost 90,000 square feet of working area for chemistry and physics laboratories, 
an automotive laboratory, chemical engineering laboratory, and other facilities. 


On October 1, The Pure Oil Com- 
pany formally opened its new 
Research and Development Labora- 
tories in Crystal Lake, Illinois. 

This impressive new facility is the 
latest accomplishment in Pure Oil’s 
program of expansion in all phases 


Pure Oil—long a pioneer and 

leader—now will be able to contrib- 

ute more and more to the develop- 
ment of new methods and processes 

for producing and refining crude oil, 

as well as the development of new 

and better products. 


of its integrated operation—produc- 
ing, refining, transporting and mar- 
keting. 


In the automotive laboratory: "knock 
engine’ determines gasoline anti-knock 
efficiency, 


In the chemical engineering labora- 
tory: pilot plants three stories tall 
brove out refining methods. 


IER 


INCORPORATED 


PRODUCER 
OF HIGHLY 
PURIFIED 
wooD 
CELLULOSE 


EXTRA and REGULAR 
DIVIDEND 


The Board of Directors has de- 
clared.an extra dividend of twenty- 
five cents (25¢) per share on the 
Common Stock, and also the regular 
quarterly dividend of fifty cents 
(50¢) per share on the Common 
Stock, each payable November 15, 
1950 to stockholders of record at the 
close of business October 27, 1950. 


EDWARD BARTSCH 
President 


September 19, 1950 


Southern California 
Edison Company 


DIVIDENDS 


COMMON DIVIDEND NO. 163 


PREFERENCE STOCK 
4.48% CONVERTIBLE SERIES 
DIVIDEND NO. 14 


4.56% CONVERTIBLE SERIES 

PREFERENCE STOCK 

DIVIDEND NO. 10 
The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 

50 cents per share on the 
Common Stock; 

28 cents per share on the 
Preference Stock, 4.48% Con- 
vertible Series ; 

2814 cents per share on the 
Preference Stock, 4.56% Con- 
vertible Series. 

All three dividends are pay- 
able October 34,1950, to stock- 
holders of record October 5, 
1950. Checks will be mailed 
from the Company's office in 
Los Angeles, October 31, 1950. 


P.C. HALE, Treasurer 


September 15, 1950 


American Corporation Earnings 


An Evaluation 


J; fs OUINNrand) GM. HAAS 


HE PRICES AT WHICH common stock shares of Ameri- 
Res corporations trade on security exchanges generally 

represent the going appraisal of the worth of their 
earnimgs, both actual and potential. This appraisal is sub- 
ject to almost daily review in terms of stock market prices 
and, as we propose to show, tends to lag behind actual 
current earnings trends for a period of time, ranging from 
some weeks to even months. Parenthetically, this phenom- 
enon may have given rise to an old stock market saw, “The 
market is always right—eventually,” but does little to 
encourage the widely held faith in the stock market's 
barometric ability. 


THE PRICE-EARNINGS RATIO 


In weighing an individual company’s earnings in terms 
of common stock price, perhaps the most generally ac- 
cepted standard is the price-earnings ratio. This ratio shows 
how many times a stock price is a multiple of the current 
earnings estimate for the ensuing twelve months. If it is a 
high ratio, the market is saying the earnings are dependable 
for a relatively long period of time, with the likelihood 
that they will increase. A low ratio usually indicates the 
converse. Until about the mid-1930’s, whenever most stocks 
sold at historically high ratios indicating general optimism 
on the outlook, a major turn downward in the national 
earnings trend generally was in the offing. The converse 
was true whenever stocks sold at a low price-earnings ratio 
—that is, except at the very nadir of a deflationary move- 
ment when most companies operated at or near a deficit 
and their stocks sold at option values. 


OLD STANDARDS LOST VALIDITY 


Beginning noticeably with the outbreak of World War 
II, the old standards for measuring the worth of corporate 
earnings started to lose validity. From the fourth quarter 
of 1939 to the second quarter of 1942, for instance, cor- 
porate earnings rose over 100%. However, the Dow 
Jones Industrial Stock Averages simultaneously and in- 
explicably declined from a high of 157.77 in September 
1939 to a low of 92.69 in April 1942, a drop of almost 
42%. The usual explanations for this anomaly revolved 
around the fear of the effects of (1) war on personal lives, 
for example, the draft, etc.; (2) potential property damage 
and/or confiscation of capital; (3) restricted profits, etc., 
etc—in sum, a “fear psychology” prevailed. Comment on 
this rationale will be reserved until later. 

An equally puzzling discrepancy between stock prices 
and earnings has occurred since the close of World War II. 
From the second quarter of 1946 through the second quar- 
ter of 1950, corporate profits increased by 52%. However, 
apparently completely oblivious to this fabulous earnings 
record, the stock market, as measured by the Dow Jones 
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Industrials, had great difficulty in scoring an 8% gain in 
the interim from its May 1946 peak of 213.36 to the June 
1950 top of 229.20. 


At the present time (September 1950) this anomaly 
persists—of course, conditioned in part by the Korean War 
—with corporate earnings being even higher than in the 
June 1950 quarter and with only a relatively small concur- 
rent increase in stock price levels. No generally accepted 
explanation seems to be offered as a rationale for this 
situation. It is understandable, therefore, that for those 
who subscribe to the traditional price-earnings relationship 
as the ultimate measure of security valuation (the over- 
whelming majority, it might be said), it is only a matter of 
time before stock prices are equated with current and 
projected record share earnings through a dynamic uprush 
in the market. 


ANOTHER APPROACH USEFUL 


On the other hand, for those who may not be able to 
resolve all such dubious premises in favor of waiting for 
share prices to get back in phase with earnings, another 
approach to the problem of evaluating corporate profits 
may prove useful. Such a new approach is presented here, 
but first a word about the procedure itself and the hypoth- 
esis underlying it. For simplicity’s sake, the procedure may 
be called the “unit earnings method” (UEM). 


THE UNIT EARNINGS METHOD—THE HYPOTHESIS 


The American society is founded on a profit and loss 
economy. As profits grow, so does its wealth; the converse 
is of course equally true. The wnlimited claims (as con- 
trasted with the limited claims represented by debt and 
preferred stock) on the great bulk of that wealth, common 
stock shares, in turn expand and contract in value com- 
mensurately. What, however, makes some shares sell at 
higher levels than others? Experience shows that it is 
generally due to the ability of the better corporations to 
minimize losses and maximize gains from operations: in 
other words, to demonstrate a superior capacity to compete 
not only within an industry but between industries. But 
for the investor the problem arises how to measure this 
ability? By stock prices alone? 

Objective analysis indicates that share prices are not 
primarily concerned with a given level of profits. Rather, 
stock values in their fluctuating fashion are more interested 
in the trend of profits whether up, down, or stable. As the 
experience of 1939-42 and 1946 to date shows, it is some- 
what risky to concentrate on gross dollar profits only as an 
indicator of the direction of true profit trend and therefore 
stock price movements. Some other measure of earnings 
trends and of the comparative agility to compete is clearly 
needed ‘in order to evaluate their impact on stock prices 
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Unit Earnings and Stock Values 


Index: 1935-39 = 100 


Figure 1. 


Dotted line—High price of Dow Jones Industrials 


Solid line—Earnings per unit of production 
Dashed line—Reported earnings per share, Dow Jones Industrials 
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Figure 2. U.S. Steel Unit Earnings and Stock Values 
Index: 1919-47 = 100 
Dotted line—High price of common stock 


Solid line—Earnings per ton per share 
Dashed line—Reported earnings per share 
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What we are trying to find in actuality is a criterion of 
true profit trend that does not lose its validity under the 
impact of extraneous (i.e., beyond management control) 
forces such as wars, inflations, and so-called “changes in 
mass psychology.” Our researches indicate that such a 
measure exists and may be found by correlating unit output 
of goods with common share earnings. The result is the 
“earnings per unit of production per share of stock.” 


THE PROCEDURE 


Specifically, by employing the FRB Index of Industrial 
Production as a broad indicator of national unit output 
and by using the earnings of the Dow Jones Industrial 
Stock Averages as a general gage of corporate profit trend, 
the twin measure requirements of the unit earnings method 
are met. The following individual steps in applying the 
UEM are taken: 


1. The quarterly earnings for the Dow Jones Industrial 
Averages are computed, multiplied by four for annual 
estimates. 

2. The result of item 1 is divided by the quarterly 
FRB Index of Production, giving the “earnings per unit 
of production per share of the Dow Jones Industrial 
Average.” 

3. Item 2 is indexed to a 1935-39 base by using a 
constant divisor, plotted to chart. 

4, The Dow Jones Industrials’ highest price for the 
quarter is indexed to a 1935-39 base, plotted to chart. 


THE RESULT 


When the “unit earnings method” is applied to the two 
most recent periods during which “traditional” measuring 
instruments have been found inadequate, the results are 
very illuminating. From fourth quarter 1939 to second 
quarter 1942, unit earnings per share declined at about the 
same rate as the stock market, except somewhat sooner 
(Figure 1). The so-called “fear psychology” mentioned 
earlier as an explanation for the decline is hardly, in view 
of the foregoing, applicable. About the only “fear psy- 
chology” that prevailed was that concerned with a sudden 
end to the war which would, in the face of contracting 
profit margins, have made holding common stocks quite 
risky. From 1946 to date, unit share earnings (USE) have 
fluctuated within a broad range surprisingly analogous to 
the action of the stock market itself. Doubtless, the same 
“fear psychology” prevailed—but more likely it was and 
still is fear of a sudden end to the synthetically maintained 
postwar boom and vulnerable profit margins. 


SIGNIFICANCE 


Why this correlation? The suggested explanation, ar- 
rived at empirically to be sure, makes sense, we contend. 
Earnings per unit of production are an actual measure of 
true profit margins. The trend of a company’s profit 
margins over a period reflect accurately that company’s 
ability to compete. At the same time, the dependability of 
its earnings on a comparative basis is clearly evident. Two 
examples will illustrate the principle involved. First, Gen- 
eral Motors. 

In 1929, GM’s after-tax profit margin was 16.5%, con- 
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trasted with 1949’s 115%. Were GM a single product 
company, such as steel or oil, its earnings per unit of pro- 
duction would, we believe, have mirrored this decline. 
Nevertheless, the stock market took cognizance of the dif- 
ference in the worth of the earnings. Thus, despite much 
higher per share earnings ($14.65 versus $5.49), GM com- 
mon sold at about 72 in December 1949 as against about 
92 in 1929. The rise from the 72 area to the 1950 peak 
of 99, undoubtedly accentuated by the split news, was ac- 
companied by a rising trend in posttax profit margins (by 
quarters in 1949—March, 10.6% June, 10.7%; September, 
12.6%; March 1950, 12.9%). The June quarter of 1950 
was 13.9%, the best after-tax profit margin in the postwar 
period. 


EXPERIENCE OF U. S, STEEL 


The experience of US Steel, a one-product company, al- 
though more illustrative of the unit profit principle 
(UEM) is not so helpful an example because of the ex- 
treme volatility of operations characteristic of the steel in- 
dustry. Still, the postwar record of “Big X’s” unit output 
stock, demonstrates a remarkable adherence to the unit 
and earnings, when correlated with the price action of the 
earnings principle (Figure 2). From 1946 to late 1949, 
unit earnings and the price of the stock fluctuated within 
a broad range. Whereas, however, the stock declined to 
new postwar lows in mid-1949, unit earnings, after sus- 
taining a slight, decline in the third quarter, kept trending 
upward through the 1950 second quarter, to reach levels 
not seen since 1929-30. The price of the stock slowly 
surrendered to the upward pull of these record earnings. 
After a sympathetic decline along with most stocks, fol- 
lowing the outbreak of war in Korea, “Big X” has edged to 
new highs. Considering the current and long-term pro- 
spective rate of output for the steel industry, only a very 
severe excess profits tax and/or a runaway cost structure 
could prevent the company from experiencing an even 
higher rate of unit earnings, with a concomitant beneficial 
effect on the price of the stock. 


THE CONCLUSION 


Instead of arriving at one broad conclusion, we feel a 
series would perhaps be more in order: 


1. The unit earnings method is a fairly accurate mir- 
ror of true profit trends. 

2. UEM, while having, admittedly, limited predictive 
value, does offer a logical explanation for broad move- 
ments in stock values, albeit generally after the event. 

3. UEM indicates the importance of after-tax earnings 
as a more realistic measure of current earning power. For 
the common stockholder, it is the real profit margin and 
should take on added significance as the financing of war 
costs through increased taxes inevitably grows. 

4. UEM’s predictive value can be heightened immeasur- 
ably by the organization in a position to get early cor- 
porate earnings reports or estimates. 

5. UEM may be used with profit for single industries 
and companies, especially those concerned with one product 
output or service such as automobiles, petroleum, railroads, 
rubber, steel. 
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Some Self-Criticism of Institutional Investing 


MENIPPUS* 


I am a part of what I am writing. I have been as 

much the guilty perpetrator of some attitudes and 
Practices as I have been the innocent victim of others. The 
reader must regard himself in this dual role. If those con- 
cerned with institutional investing can visualize them- 
selves as among the beneficiaries of changes in it, we may 
expect objective thinking about the issues presented; only 
then can we expect much real pressure for change. 


This self-criticism deals (1) with some specific practices 
in organization and procedure, (2) with the attitudes of 
groups and individuals toward themselves, their jobs, and 
the funds they are protecting and investing, and (3) with 
the implications of these for the professional status of 
trained investment specialists. 


Wie: FOLLOWS IS SELF-CRITICISM in the sense that 


THE FINANCE COMMITTEE SYSTEM 


The investment policies of many investing institutions 
are determined by a finance committee of the board or 
some analogous group. This committee's jurisdiction is 
usually prescribed in the bylaws. To an extent varying 
with each individual situation the committee may exercise 
detailed supervision over individual transactions, for the 
portfolio. In my experience this supervision tends to be 
rather close, so that the buyer or investment officer must 
in most instances secure specific authorization before action. 


Members of finance committees are rarely appointed 
thereto by the board as a whole—civic prominence, business 
success, a reputation for integrity, or the like. 


This situation appears to me to be anomalous, in that an 
integral part of the business functioning of the institution, 
instead of being carried on by the presumably competent 
professional staff and officers, is being administered in de- 
tail by a part of the management which normally, in other 
respects, exercises only a supervision of general policies. It 
is hardly an exaggeration to compare this to a merchandis- 
ing business placing the function of buying its merchandise 
in the hands of the board, or a committee thereof. 

We may consider the validity of this hypersupervision 
in the light of its probable origins. I believe that, before 
the detailed public regulation of investment activities that 
now prevails, it was considered, and with much justification, 
that since the integrity of the institution rested in large 
mezsure on the integrity of its investment portfolio, author- 
ity for this must be vested where, by law, responsibility 
rested—namely, in the board. 

Two developments, I believe, render this anomaly in- 
creasingly harmful. One is the continued trend of statutory 
regulation and supervision toward greater strictness. in 
nearly all fields of institutional investing, to a degree that 
provides adequate protection to the integrity of invested 
assets, requiring only scrutiny of examiners’ reports by the 
board to fulfill its function in this regard. 

The second development is the complex nature of in- 
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stitutional investing. The specialization, which is so wide- 
spread and so marked in all aspects of business and science, 
also characterizes professional investing. Where once it 
might reasonably have been assumed that a prudent man, 
familiar with business practices, would be competent to 
invest not only honestly but competently, large volumes of 
funds, only the former of these assumptions now appears 
valid, as a generalization. It no longer suffices to have 
business or professional men of good faith and a knowledge 
of their own businesses regulate the investments of a large 
institution. The interplay of eligibility regulations, tax 
status both of obligors and of the recipients of income, and 
the resulting interplay within markets, and gradations of 
supply and demand, plus the problems of a managed cur- 
rency system and of a frighteningly dynamic economy, all 
in the aggregate constitute a professional field in which the 
business or professional man untrained in this line finds 
himself quite out of his depth. Often, he does not realize 
this and, if he did, would be embarrassed to disqualify him- 
self from occupying such a position of prestige and power. 


Two kinds of adverse results seem to flow from this all 
too general procedure of obtaining board or finance com- 
mittee approval of each detailed transaction or securities 
issue. The first kind is mechanical, and the second is psy- 
chological. The latter is, I think, the more dangerous in 
its adverse effects on investment results. The mechanical 
drawbacks flow from the lack of continuity in coping with 
day-to-day investment problems. This has resulted in 
some institutional buyers resorting to the practice of polling 
the finance committee members on the telephone or other- 
wise, to obtain interim and informal approval of a step 
regarded as urgent. Such procedure helps, but it dodges 
the issue. 

More serious are the psychological consequences of a 
professional securities buyer and his staff, in dealing period- 
ically with a group of predominantly noninvestment men. 
These committee members may safely be assumed to be 
competent, each in his own field of knowledge and en- 
deavor, but in very many cases lack the increasingly special- 
ized training of the professional buyer. These finance com- 
mittee members may or may not recognize this fact. The 
situation is better when they do. 

There is often uncertainty, misunderstanding or non- 
comprehension concerning facts, logic, policy conclusions, 
and action. The natural outcome is inaction. Considera- 
tions that are obvious truisms to the experienced portfolio 
man are frequently not at all evident to those whose ap- 
proval he must secure. The time required to convey funda- 
mentals detracts from that available for discussion of the 
merits or refinements of the particular case. 

The finest investment research work of securities dealers 


*Eprtors Note. The reader who has forgotten his classics will 
find “Menippus” in the Dialogues of the Dead by the Greek 
satirist Lucian (A.D, 125-190). 
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or of the institution’s own staff frequently goes for nought, 
because it is completely over the heads of the finance com- 
mittee. The net advantage or disadvantage of a trade may 
often rest on considerations quite obscure to the committee. 
Economic pressures, social-political trends, and ground- 
swells of public opinion, of which, in their own highly 
competitive field, the business members of a committee are 
highly perceptive and to which they are responsive, too 
often in the investment field they ignore. 


SOME PSYCHOLOGICAL ROADBLOCKS 


I have listed below and discussed some attitudes that I 
have frequently encountered in institutional investing and 
that are handicaps or worse to achieving better results. 
These can be identified by common stereotype phrases. 


If we are wrong, let's be in good company. 


One might suppose that our highly competitive culture 
and economy would lead investment men to be highly in- 
dividual in their choice of types of securities and particular 
issues, to the extent permitted by law and regulations. This 
is not the case. There is, instead, a tendency to select 
issues on the basis of their popularity or because they have 
been purchased by large and well-known institutions. This 
policy causes excessive competition for certain securities 
and unjustifiably neglects others. Being in good company 
in a mistake is a poor consolation prize for being wrong. 
The fact that this practice is widespread tends to render 
even more profitable its direct opposite: namely, a deliber- 
ate seeking to be in the minority. ; 


The phenomenon of seeking “to be in good company” I 
consider to be a survival of personal trust practice: a kind 
of substitute legal list. Although this rigor has been relaxed 
by the increasing application of the “prudent man” tule, it 
is traditional that a trustee in effect is not credited with 
any Capital gains but is charged either financially or morally 
with individual capital losses (except in legal securities). 
There is no offsetting of the one against the other. It is per- 
haps perfectly natural that men with this background 
should use such a yardstick in formulating and evaluating 
investment policy and, hence, attempt to keep at a mini- 
mum the number of individual instances of capital loss 
with little regard for the average or over-all results. This 
leads to a preoccupation with quality at any price, to the 
neglect of valwe. But emphasis on value is basic to good 
investment results. 

This is in contrast with the practice in England, where a 
high percentage of institutional investment men are life 
actuaries and where the same kind of actuarial yardstick is 
applied to investment experience as to mortality or other 
classes of insurable risks. I believe that institutional in- 
vesting here would be stronger, more profitable, and more 
resistant to encroachment by Government if such a view 
were more widely adopted and applied here. 


(a) Let's sell before they go still lower. 
(b) Buy ’em before they run away. 


The above represents in shorthand form what I call the 
amateur psychology of buying and selling things with 
changing values. What I think may fairly be called the 
professional point of view is very largely opposite. This 
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tends to be profitable possibly because it is inherently more 
sound, but certainly because the amateur attitude is vastly 
more widespread, and in dealing with men and markets it is 
profitable to be what might be called an early mimority. 

The question may logically be raised, “What if everybody 
tries to do this? Would it not be a self-defeating process?” 
No, I believe not, because the result would be fundamen- 
tally that future developments would be discounted further 
and more adequately in advance of their happening. If the 
classical economists were correct, as I believe they were, in 
their belief that the social and economic value of specula- 
tion is to discount the future and thus minimize the shock 
waves of time and events, then the more adequately we 
all can perform this function, the better it is for our society 
and our economy. To do that presupposes that there will 
be an early minority. 


Why, that couldn’t possibly happen! 


This phrase is graven on the tombstone of innumerable 
investment hopes. It is the instinctive, almost reflex, re- 
action to the disturbing possibility that something may turn 
out to be unpleasantly different from what it is now or 
from what we have expected it to be. The “something” 
may, of course, in particular cases, be anything that affects 
investment values, earnings per share, interest rates, Gov- 
ernment competition, labor costs, or what you will. 

It is valuable to cultivate an awareness of one’s own in- 
nate reluctance to visualize drastic changes, to visualize 
them as an imminent reality. It is healthy and sound to 
be aware of and to accept the fact of our own intellectual 
and emotional inertia concerning change. To be aware of 
it is not the same as doing nothing about it. On the con- 
trary, we have to be aware of our unimaginativeness, to 
combat it. We do not like to think and we do not care 
to adapt ourselves to change, still less to meet the change 
halfway by adapting to it in advance of imperative neces- 
sity. We do not like to anticipate change, because it is un- 
popular and unconventional and we are “not in good com- 
pany.” But to be a competent investor requires that we 
look forward .to change and step forward with zest to 
meet it. 

To the charge that all this is wholly trite—that awareness 
of future changes and their inevitability is commonplace, I 
can only urge that this is true at the intellectual level, but 
much less so at the level of the emotions. 

It matters not that we claim to see the shadow of on- 
coming events, if we do not act as though we saw them, for 
in that event it makes no practical difference. Even when 
prescience is denied us—as it generally is—a simple aware- 
ness that some certain contingency, good or bad, at least 
exists to be reckoned with is a good deal better than a 
compulsive blind spot about it. 

Thus, practice in visualizing changes of great scope and 
magnitude is highly useful—literally calisthenics for the 
imagination. Surveying past important events, putting 
oneself in the position of an investor at the time, is con- 
siderably less fatuous than it appears at first glance. 


The market is always right. 


In the sense that the market knows more about any 
given situation than any one of us does, this is obviously 
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true—also trite. Less true and positively misleading is the 
connotation that ~o one else knows Jess about the future 
security than we do. Only on this supposition can the 
Statement mean that there is no use in our ¢ryimg to fore- 
cast the future of the situation, and acting on that forecast. 
The practical application, however, is all too frequently 
just that: What's the use of trying to outguess the future? 

Values and prices have always been subject to change. 
The elements of human nature, social evolution, economics, 
and science which caused them to change in the past are 
still “in full force and effect.” Hence, values will continue 
to change. Therefore, the present market price, however 
adequately it may reflect present values, is bound to change 
in the future, to reflect the inevitable changes in values. 
So long as a price is free to change, it will change. There 
is a profit or a loss to be made therefrom. Essentially, 
therefore, the catchword “the market is always right” is 
merely another rationalization for inaction. 


Let's not act until we are certain. 


This is another of the stereotypes widely encountered as 
a kind of Fabian tactic, in accordance with our instinctive 
desire to avoid thinking, making decisions, and taking 
responsibility. 

There are several unrealities here. First, the word “ac- 
tion” is algebraic—it can be either positive or negative, 
with “action” including also “inaction.” We are acting even 
when we postpone action. Second, the tacit—and unreal— 
assumption is present that information that is so confirmed 
as to be a certainty is nevertheless known to so few other 
persons as to be still undiscounted in the price of a security. 
This I believe to be the exception rather than the rule. 

The corollary of this seems to be better known to stock 
speculators than to bond investors (though why this fact 
should bring its validity in question passes my understand- 
ing!). It is simply that investing is a series of decisions 
based on calculated risks. The risks are present, whether 
we are aware of them or pretend that they are not there. 
Our “calculation” of these risks is all too often rational only 
by courtesy; more bluntly it is a tug of war among 
numerous emotional drives, in which intelligence enters 
chiefly in a search for rationalizations in which to dress 
decisions already unconsciously arrived at. Thus my plea 
for more rational institutional investing, far from being a 
counsel of perfection, is merely to bring the cerebral com- 
ponent up to a moderate concentration. After all, to be 
a successful investor on the basis of the actuarial viewpoint 
requires merely that our securities at all times be subject to 
a higher proportion of favorable than of unfavorable con- 
tingencies. 


April 17 . 
April . . 


August . . Fears of war with Mexico . 


September . 


1845 


. Morris Canal and Banking Company issued 6% bonds. 


Don’t worry the pendulum always swings back. 


This is the comforting afterthought that time will save 
us from the consequences of our investing sins. It often 
prompts the compounding of an error by the indefinite 
retention of a security that should not have been bought. 
It is closely related to the statement: “Let’s hold it until 
we can get out even.” The trouble with both is that the 
whole pendulum is moving, quite apart from its swings. 
So, cyclical movements, when superimposed on a trend line, 
do not necessarily bring one back to any prior point. Al- 
most anyone can see this, and the fact that the cliche is 
still in good standing merely goes to prove that the proc- 
esses that we lightly assume to be rational are instead 
largely emotional and mainly unconscious. 


HOW DOES THIS AFFECT THE PROSPECTS FOR 
PROFESSIONAL STATUS OF INVESTMENT ANALYSTS? 


In the preceding material we have looked at a few 
lantern slides of the institutional investment scene. Is this 
scene favorable to the early recognition of the professional 
investment analyst? 

The most productive relationship between the profes- 
sional specialist and the business executive results from a 
mutual understanding and confidence. The specialist has 
confidence that the executive has well chosen the ends, and 
the executive has confidence that the specialist knows what 
he is talking about in his choice of means. 


I will venture that the competence of investment special- 
ists now justifies their being treated more nearly on a 
parity with engineers, lawyers, and similar professional spe- 
cialists than is currently the case. I believe that what stands 
principally in the way of this wider recognition is the 
obsolete concept of institutional investment supervision 
and responsibility that I have sketched earlier and that is 
still widespread, though diminishing. 

It would seem to follow that the most important line of 
communication to open is between the profession as a 
whole—by its representatives and publications—and the 
top management of investing institutions, both board and 
senior officers, to the end that the complexity of present- 
day investment problems and the competence of present- 
day investment specialists for coping with them be brought 
home to policy-making and organization-molding men. 

The successful consummation of some such program as 
this would be the retention of investment objectives in the 
hands of those charged by law with this responsibility, and 
the delegation to professional investment men (portfolio 
managers, investment buyers, security analysts) of all policy 
and detail decisions within this framework. 


. “Chesapeake Canal will relieve people of large portion of their taxes.” 

. “In other respects there exists all the elements 
of a long continued season of prosperity.” 

. War fears subside and a disposition to embark in enterprise revives! . 


Large subscriptions to railroad flotations, especially Erie. 
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The Quality of Mutual Fund Portfolio Supervision 


WILL DLAUM “D: SGrAGRS TSE: 


URING THE 1942-1946 BULL MARKET, a security 
analyst for a New York brokerage firm who acted 
in a part-time capacity as an oil industry field ex- 

pert for a mutual investment fund, submitted a particularly 
glowing report on one of the oil-producing companies. De- 
parting from usual practice, he strongly urged that its stock 
be acquired. The mutual fund’s investment staff, largely 
on the strength of the analyst's recommendation, passed up 
five other issues of similar quality under consideration at 
the time and purchased a sizable block of the stock. 

In less than a year it increased in value from $20 to $30 
a share. The analyst was elated and at the first opportunity 
called the results of his astuteness to the attention of the 
fund's officials. They were far from enthusiastic. They 
pointed out that, although it was true that the stock had 
appreciated 50% in value since it had been purchased, 36 
of the 42 stocks in the fund portfolio had shown greater 
appreciation for the same period. Furthermore, the aver- 
age increase for all 42 issues was 68%. 


RECOMMENDATION COST THE FUND MONEY 


It did not also have to be expained to the analyst that 
his recommendation, although it had produced a substan- 
tial profit as he predicted, had in-all probability cost the 
fund money. This was, in fact, confirmed when the fund’s 
statisticians checked the record for the same period of the 
five issues they had considered but passed up. Each of the 
five showed more than a 50% increase. 


SECURITY SHOULD BE COMPARED 


The object lesson here is that one of the important ele- 
ments in much of today’s mutual fund portfolio supervision 
that distinguishes it from usual investment management 
procedure, including his own thinking on the subject, was 
brought forcefully home to the analyst. This is the applied 
theory that it is not enough to analyze and appraise a se- 
curity on its individual merits. It should also be carefully 
measured in every important detail with all other likely can- 
didates. Some mutual funds carry this approach a step 
further and run continuous statistical comparisons between 
all securities that they own or are interested in and the 
average of all securities of the same type. 


A COMPLEX PROBLEM 


It can undoubtedly be said of an impressive number of 
mutual funds today that their investing has become much 
more than the selecting and hitting of a single target with 
a well-aimed shot. It might rather be described as the 
sighting and hitting of many moving targets at the same 
time with a battery of guns. In using this somewhat dis- 
torted simile to emphasize the thoroughness with which 
many of the mutual funds approach the problem of invest- 
ing, it is of greater importance to stress that few mutual 
funds aim at the same targets at the same time. And, if 
they do, it is usually with different intent in mind. Much 
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of what they do investmentwise is misinterpreted because 
this is not fully understood or not sufficiently considered. 


ATTRACTING INCREASING ATTENTION 


The work done and the results achieved by the mutual 
funds in their supervisory processes is attracting the atten- 
tion of a widening circle of investors. This is particular- 
ly true among the professionals. It is not surprising. The 
mutual fund industry has grown tremendously in the past 
ten years. The assets of the 96 member companies of the 
National Association of Investment Companies have in- 
creased from approximately $448 million to more than $2 
billion and the shareholders from 296,000 to 850,000 in the 
nine and one-half years from January 1, 1941, through June 
30 of this year. Their average over-all income and capital 
gains record, net after all expenses, over the varied market 
and economic conditions we have experienced in the United 
States since the early depression 1930's has been excellent. 


USE OF YEAR 1930 NOT ARBITRARY 


The use of the year 1930 has not been arbitrary. It raises 
a point about which there has long been considerable mis- 
conception. Little, if anything, about the mutual fund of 
today may readily be compared with the unregulated and 
speculative type of investment trust of a quite different na- 
ture which flourished briefly and disappeared so quickly 
after the 1929 market collapse. It is unfortunate that the 
record of such investment operations continues to live in 
many minds in sweeping condemnation of the entire in- 
vestment company concept. This is particularly regrettable 
when it is considered that all but a handful of present-day 
mutual funds came into existence after 1929 and that the 
few that were founded during the 1920's came through the 
worst period of boom and bust the country has ever known 
with better records than most of our larger, better-known 
financial institutions. 


CLOSED-END COMPANIES ARE SOUND 


Nothing in the above is intended to apply to the “closed- 
end” investment companies of the present time which sur- 
vived that era. Although we are not concerned here with 
this form of investment operation, it should be made clear 
that the “closed-end” companies of today are, in general, 
recognized as soundly conceived and. managed. 


BASE MECHANICS ARE FAMILIAR 


The base mechanics of mutual fund operation are, of 
course, familiar to anyone engaged in the technical end of 
security investment. Worth noting, however, is that, al- 
though they all operate along the same lines and with the 
same general jntent, their investment approach, policies, 
and record of results vary widely. Thus, although the in-— 
vestor is provided with a number of readily identifiable 
advantages no matter what fund shares he acquires, he will 
not necessarily obtain the same investment results. 
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At least one of these advantages may be worth a few 
words of comment because it is not entirely removed from 
the subject under discussion. This is the ready marketabil- 
ity of mutual fund shares. Its importance to the investor 
who may need cash in a hurry is evident. Not often men- 
tioned is the fact that such liquidity is a considerable factor 
in their increasing acceptance by banks as high-quality col- 
lateral for loans. 


PRICE OF LIQUIDATION IS VARIABLE 


In mention of this advantage, it is essential to point out 
to anyone who may not be fully aware of the nature of 
mutual fund shares as an investment that nothing is in- 
tended here to imply that the investor will invariably re- 
ceive as much for his shares on liquidation as he paid for 
them. It may be less, the same, or more. This will de- 
pend, of course on their then asset value in relation to the 
total amount they cost him, including the sales charge. As 
is true of any investment in securities, this in turn will al- 
most entirely hinge on whether the fund’s portfolio securi- 
ties have increased or decreased in value from the time of 
his purchase to sale. 


INTEREST INCREASED SINCE THE WAR 


The interest in mutual fund shares by institutional and 
wealthy individual investors has increased remarkably since 
the war. Sales to a single investor have been in excess of 
$1 million. Many individuals, trustees, and institutions 
hold shares in the $100,000 to $1 million range. Contrary 
to what is often said of them, mutual funds have gone con- 
siderably beyond the stage of appealing only to the small 
investor. 


PROVIDES TWO IMPORTANT THINGS 


Operated primarily as an institutionalized service, a mu- 
tual fund provides two basically important things. The 
first is investment in a carefully diversified group of secuti- 
ties of many companies and, with the exception of the “in- 
dustry” funds, in most major U. S. industries. The num- 
ber of securities held by the average fund is about 50. It 
may run from 30 to 100 for different funds. Thus, the 
investor who holds shares in several funds may have a pro 
rata interest in the securities of several hundred corpora- 
tions in all major industries. The second is the continuous 
supervision of the investment—the thing with which we 
are concerned here. 


The hard stone and mortar foundation on which mutual 
fund security selection and supervision rests is no different 
from that for any informed investing. This is the gather- 
ing and evaluation of statistical data and information about 
a security and its issuing company from all available printed 
matter. Sources usually include the trade and financial 
journals, corporation annual reports, the statistical services, 
reports of the various Government bureaus, and any addi- 
tional pertinent information put out by organizations or 
individuals. 


HISTORICAL RECORD IS TABULATED 


The security's historical record as to price movement, 
earnings, and dividends is first tabulated and studied. At- 
tention next shifts to the broad economic factors which 
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have a bearing on the company’s position in its own in- 
dustry, the outlook for that industry and for business in 
general. Within the past few months we have had an un- 
wanted opportunity to observe how such influencing fac- 
tors can become important virtually overnight. As soon 
as the Korean War began, mutual fund economists and 
analysts had to reassay their fund’s holdings in the light of 
a definitely semiwar and possibly total war economy. The 
impact of either on employment, on prices and availability 
of raw materials, on taxes and as the result of governmental 
controls had to be quickly gaged. The apparent end of 
hostilities in Korea calls for as much of a re-evaluation of 
our economy and its probable effect on industries and in- 
dividual companies. 


ACCURATE EVALUATION OF FUTURE PROSPECTS 


Then, as a final searching step toward an accurate evalua- 
tion of the security’s future prospects, such fundamental 
answers to questions about the company are sought as: (1) 
the quality and durability of its management, (2) company 
earnings as a percentage of invested capital, (3) earnings 
as a percentage of sales, (4) the ratio of current assets to 
current liabilities, (5) the company’s capital structure, (6) 
its depreciation policy and (7) its inventory position, and 
others. In addition, the company’s labor problems, its re- 
search facilities, its merchandising position competitively, 
its sales outlook and the price outlook for both raw ma- 
terials and finished product are reviewed and evaluated. 
Anything else germane to specific companies is considered 
also. 


TIME AND MONEY AVAILABLE IMPORTANT 


Many other factors of value in judging the merits of in- 
dividual securities not described here could be added to the 
list. The scope of statistical and factual information avail- 
able to any investment organization is not so important, 
however, as the amount actually processed and the way in 
which it is interpreted. The time and money available for 
research and analytical work has considerable influence on 
the quality of investment supervision. The range is great. 
It could be said to run from that of an individual investor 
who purchases a security on the basis of a study of the 
company’s annual report to a well-staffed investment man- 
agement organization which spends hundreds of thousands 
of dollars annually on detailed research and analysis. 


LARGER FUNDS IN LATTER CATEGORY 


‘The larger mutual funds, at least, fall into the latter ca- 
tegory. They are fortunate in the amount of money avail- 
able to them in this respect. Thousands of investors, con- 
tributing a little each in management fees, create sizable 
annual budgets with which to carry on investment super- 
visory work. A single mutual fund may employ as many 
as 70 individuals on its supervisory staff and may spend as 
much as $1 million a year on research and supervision. And 
yet management costs to the individual shareholder are 
reasonable, averaging one-half of 1% annually. This works 
out to less than two cents a day for each $1,000 under in- 
vestment. 

With more money available for the purpose, the larger 
mutual funds, at least, are in a position to probe deeper for 
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facts and information. This is apparent in several ways. 
It is not uncommon for a fund to have several full-time, 
trained field investigators on its supervisory staff. They 
are able to obtain much additional information through 
direct communication with corporate officials. What they 
gather by direct contact is particularly valuable because it 
is current, and much of it is not known publicly. In some 
instances part-time or full-time field investigators or indus- 
try experts are utilized. 


GREATER EMPHASIS ON RELATIVE ANALYSIS 


Greater emphasis is placed on relative analysis. It is 
recognized that it is of major importance to evaluate ac- 
curately the current status and future prospects of a security 
and its issuing company. However, if consistent invest- 
ment results are to be obtained, it is also important to know 
how the facts about a company compare with the average 
of other companies in the same industry, and how a se- 
curity’s record compares with the average of others of the 
same general classification. 


Present analytical work along these lines may include 
studies of relative price trends, relative dividends, relative 
invested capital and relative sales of individual companies, 
and the relative price, earnings, and dividend records of in- 
dividual securities. 


OFTEN APPRAISED ON HEARSAY 


One of the areas of investigation in security analysis 
work that is notable for the lack of adequate information it 
produces is that dealing with the quality and temper of cor- 
porate management. Perhaps no other single thing about 
a company has so much bearing on the future price and 
dividend record of its security. Of necessity, corporate 
management must often be appraised on the basis of hear- 
say or oral information and in such vague terms as good, 
fair, or bad. This is not difficult to understand. Most 
statistical or other yardsticks cannot readily be applied to 
the many intangibles that determine the quality of manage- 
ment. Most are hard enough to identify, let alone to 
measure. 


LARGER FUNDS TREATED WITH RESPECT 


The larger mutual funds have made considerable head- 
way in attempting to measure this important element. The 
nature of their operation favors them greatly in their ef- 
forts along these lines. As large shareholders, they are 
treated with respect. They often hold enough of the vot- 
ing stock of a company to actually be a factor in influ- 
encing corporate policy. It is a prerogative, however, that 
is rarely, if ever, exercised. Nor do they use the advantage 
it offers unwisely. Rather, they have more foresightedly 
applied its value only as a means of entering doors that 
might otherwise be closed. Once inside, they have striven 
to create an area of mutual understanding. As a result, 
corporation officials know that information passed on to 
the mutual funds will be used citcumspectly and without 
detriment to their company’s operation. 


CONTACTS TOOK YEARS TO DEVELOP 


The contacts between mutual fund heads and corporate 
officials have taken years to develop. They have paid off 
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handsomely, not only in providing information not readily 
available to others, but also in creating an opportunity for 
a continuous and intimate study of management, its prob- 
lems, and the caliber of the individuals involved. Evidence 
of the fruits of these efforts is best exemplified in the fact 
that more and more corporate officials are making it a point 
to visit the mutual funds so that a better understanding of 
them and their investment processes may be had. 


SEEK A NUMBER OF ANSWERS 


In their study of corporate management, the mutual 
funds usually seek the answers to a number of things. 
They want to know whether the company is well organized; 
the extent and nature of its long-range planning; the extent 
to which control measures have been applied to output, to 
quality, and to costs; the extent to which product research 
is employed, and the effect of such research on sales; the 
temper of employee morale, and the company’s competitive 
position and general reputation. 


PERSONNEL SCRUTINIZED CLOSELY 


Managerial and administrative personnel come in for 
close scrutiny. The answers are sought to such questions 
as: the length of tenancy of the current administrators (for 
they, of course, are responsible for the company’s record 
only since they took over); the extent to which company 
policy is directed by one man, or a few key men; the com- 
pany’s retirement policy, which reveals whether the admin- 
istrative staff is periodically transfused with young blood; 
whether top officials have a personal stake in the enterprise 
and to what extent; and the attitude of the administrative 
heads, in general, toward their employees, their stock- 
holders, their public, the community, and the Government. 


WHY RESULTS VARY SO WIDELY 


As the mutual funds have access to pretty much the same 
base statistical and factual information, why will their in- 
vestment results vary so greatly for identical market peri- 
ods? In the answer to this question lies, in a large mea- 
sure, the answer to why those who are becoming increas- 
ingly interested in what the mutual funds are doing in- 
vestmentwise frequently misinterpret information about 
them. And, if such misinformation is applied to their 
own investment problems, the results could be most 
unfortunate. 


DIFFERENCES IN INDIVIDUAL FUNDS 


Differences almost immediately show up with any de- 
tailed inspection of the processes and policies of the in- 
dividual funds. As stated earlier, the size of a fund, and, 
hence, the money it has available for investment supervi- 
sion, is a factor. Total assets of individual funds currently 
run from less than $1 million for the smallest to as much 
as $300 million for the largest. This, in part of course, 
dictates the size of their staffs and, hence, the extent to 
which information may be gathered and appraised. How- 
ever, it by no means may necessarily determine the quality 
of such supervision. Some types of funds, because of their 
nature, do not require such large staffs as others. Some 
are better organized and so are able to produce better su- 
pervision at less cost. Some have better contacts with in- 
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dustry and so are able to obtain more facts sooner. Some 
have developed controls which give them an edge through 
more rapid and accurate interpretation of factual data. The 
ability of the men who exercise the final say on which se- 
curities should be added or eliminated from the fund port- 
folio and in what dollar amounts is of prime importance. 
This is the last but most important step in portfolio super- 
vision, and the success of it depends in large measure on 
whether those responsible are able to render seasoned 
judgment. 


VARIED CHARACTERISTICS OF FUNDS 


Factors typical of these and others like them are to be 
found in organizations everywhere and so are readily un- 
derstood. They contribute considerably to differences in 
investment results achieved by the mutual funds, but are 
not usually the principal reasons for them. These lie al- 
most entirely in the varied characteristics of the funds 
themselves. A review of the four broad classifications in- 
to which all mutual funds divide may be a helpful first step 
to an understanding of these characteristics and their ef- 
fect on investment results. Of the four, the greatest num- 
ber are “general management common stock” funds. These 
primarily hold common stocks but usually with some cash 
and Governments. The “balanced” funds hold varying 
amounts of bonds, preferreds and commons, the balance 
of the three depending on their appraisal of the market 
outlook. 


CLASS OF SECURITY FUNDS 


The “class of security” funds, which strive to maintain a 
fully invested position at all times, confine their investments 
in any one fund to specific grades or classes of securities 
with positive and measurable investment characteristics. 
These will range from highly conservative to volatile com- 
mon stock funds. Their major distinguishing feature is 
that they provide a range of choice so that the investor has 
available one or more funds with which to meet his invest- 
ment objective. 


INDUSTRY FUNDS 


The “industry” funds, as the name implies, confine their 
investments in any one fund—usually common stocks— to 
the securities of specific industries such as oil, chemical, 
electronics. They may or may not, as a matter of funda- 
mental policy, hold varying amounts of cash. 


LEAD TO DIFFERENCES IN APPROACH 


It is at once apparent that each of these four broad dif- 
ferences in objectives must lead to marked differences in 
investment approach. The common stock funds, for in- 
stance, are concerned only with one broad classification of 
securities—common stocks—and their entire supervisory 
processes are geared to this end. Thus, they do not have 
to deal with more than 50% of the estimated 3,500 listed 
securities (mutual funds, generally, confine themselves 
primarily to the major listed markets). As a practical mat- 
ter, many stocks can automatically be eliminated from con- 
sideration, and so they probably concern themselves with 
considerably fewer. 

_ The “balanced” fund’s supervisory staff must be equipped 
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to select the securities it seeks for its portfolio from a wider 
field of choice. It is concerned not only with the relative 
values of individual securities but also in determining the 
balance to be held at ay one time between defense-type 
and aggrestive-type securities. 


MULTIPLE CLASS OF SECURITY FUNDS 


The multiple “class of security” funds are even more 
obligated to keep most listed issues under continuous, de- 
tailed analysis. This calls for a larger supervisory staff than 
usual. The “class of security” analysts maintain, however, 
that, if their processes require more attention to detail, they 
offer the advantage of positive yardsticks, which show them 
at any time how a security is doing in relation to the aver- 
age of all others of the same class and which offer a contin- 
uous check on investment results. The individual “indus- 
try” funds, with their attention centered in one direction, 
are able to readily corral and brand the specific securities 
that are of interest to them. 


APPARENT WHY RESULTS DIFFER 


With this, it is immediately more apparent why mutual 
fund investment results differ so greatly. This can, of 
course, be traced almost entirely to their varying investment 
objectives which, in turn, govern their over-all supervisory 
policy. This is so basic that many in the industry are 
constantly amazed that it is so little understood by more of 
the financial writers 2nd many professional investors. That 
the average investor does not readily grasp these inherent 
differences is not so difficult to understand. He is not 
usually interested in anything he considers to be of a tech- 
nical nature in an investment medium. It is unfortunate 
that he is not made more aware of the fact that, rather than 
being of an unimportant nature technically, these differ- 
ences are actually important fundamentals which must be 
considered if he is to obtain the investment result he seeks. 
This lack of understanding of such fundamentals highlights 
the dangers of the simple comparisons of funds which are 
published so freely and which usually attempt to show the 
results of entirely different types of funds by a single 
standard of measurement as indicative of their comparative 
investment value. 


HOW IT WORKS OUT 


Let’s see how this works out in practice. It is the man- 
agement policy of some mutual funds to seek conservative 
income. Their supervisory processes are geared to that end. 
Others strive for generous income. Others for both income 
and appreciation. Still others are strictly appreciation or 
growth funds, and income is of decidedly secondary con- 
sideration. These range from mildly speculative to quite 
speculative. Thus, a prospective investor may unknowingly 
find himself studying the performance record of several 
conservative income and several speculative growth funds 
during a period of sharply rising market prices. One or 
more of the growth funds will almost certainly attract his 
attention because they have far outperformed the income 
funds pricewise. Income earned during the period will 
not in all likelihood be considered. Nor will he be aware 
that the growth fund, which by policy is not interested in 
income, is designed to achieve as much capital gain as 
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possible in rising markets but will also depreciate as rapidly 
in value, on the average, in declining markets. He almost 
surely will come to the erroneous conclusion that one of 
the growth funds is the far superior investment. 


COMPARISON TABLES MISLEADING 


Mutual fund comparison tables, which appear as regular 
features in some of the financial publications, may, and 
probably quite often do, mislead the investor for the rea- 
sons stated. It appears to be human nature to turn imme- 
diately to the column showing the price or income results 
and to ignore the columns that would shed light on why 
some funds could not have fared so well as others for the 
period and fulfilled the investment purpose for which they 
are designed. 


UNINTELLIGIBLE TO AVERAGE INVESTOR 


One well-known financial columnist decided not long 
ago to revise his publication’s mutual fund comparison 
table to make it more intelligible to the average investor. 
After a thorough study of the problem, he concluded that 
the only comparison table that would not run the danger 
of offering misinformation along with information could 
not, as a practical matter, attempt to compare. In the end, 
he set up a factual ten-year record of the price changes and 
income and capital gains results of all mutual funds listed 
in alphabetical order. In addition, where applicable, he 
stressed the importance of considering the fund’s policy in 
judging its performance for any period reviewed. 


SERIOUS STUDENT WILL AVOID ERRORS 


The more serious student of investment: management 
will readily avoid any erroneous conclusion about mutual 
fund investment results over different periods of market 
chonge. His trained eye and knowledge of such matters 
will readily recognize why one type of fund will and should 
perform the way it does. Should he have any question 
about a fund’s investment policy, he knows that it is 
stated in the fund’s prospectus or other of its literature. 
If he is at all interested in the fund and its policy, however, 
it is more likely that he will not be satisfied with anything 
less than a personal visit to the fund’s offices to study at 
first hand the organization, its personnel, and the super- 
visory process which led to the investment results it pro- 
duces. The mutual funds welcome, and even urge, such 
visits, because they know that their continued growth and 
prosperity depend to a great extent on many people know- 
ing them and their service well. 


CHANGES ARE INCREASINGLY STUDIED 


Mutual fund portfolio changes are being increasingly 
studied by the investment fraternity. Information of value 
may frequently be gained from them because, of course, 
they offer a broad sampling of seasoned investment judg- 
ment. However, the informed securities man knows that 
changes in portfolio securities may also be misinterpreted 
if the intent behind the fund’s supervisory processes is not 
understood. The annual report of a “balanced” fund, for 
instance, might reveal that 20 securities had been added 
to or dropped from the fund portfolio. Some of these 
changes could have been made with long-term income in 
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mind, others to effect a rebalance between the defensive 
and aggressive portions of the portfolio. The latter might 
involve securities of a more speuculative nature which were 
acquired for their near-term prospects. A study of the 20 
listed in the fund’s report would not, therefore, necessarily 
reveal which ones were of good investment caliber. A “class 
of security” fund’s portfolio changes would be particularly 
misleading if it were not understood that each such fund 
is confined to one class of securities and that its basic pur- 
pose is to provide the investor with the investment char- 
acteristics of only that class of securities. 


MUTUAL FUNDS HAVE COME FAR 


The mutual investment funds have come far in ways 
other than in their efforts to better their investment super- 
visory processes. This is seen in the extent to which the 
interests of the shareholder receive first consideration in 
their solution of day-to-day problems, in their desire to per- 
petuate their policies and investment processes, and in their 
recognition and furtherance of the ideals of sound trustee- 
ship with which the mutual fund industry is rapidly and 
surely becoming identified. 
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The Food Industry and the Part that 
Refrigeration Plays in It 


W. J. STELPFLUG 


O BRING HOME QUICKLY the tremendous importance 
of refrigeration in the food industry, we have only 
to compare the problem of a 1900 rural village 

housewife in the planning of a wintertime meal with that 
of one in the same community in 1949. 


FOOD PROBLEMS OF 1900 AND 1949 HOUSEWIFE 


From the food stores the 1900 housewife could buy such 
staples as sugar, rice, and beans and a few canned fruits or 
vegetables. She probably was able to secure dried fruits. 
She may have been able to buy meats, or she may have had 
to settle for salted mackerel. If she had any fresh vege- 
tables, she may have had her choice of such items as car- 
rots, turnips, and cabbage, which she had stored in her 
cellar. The same housewife in 1949 had her choice of 
every conceivable type of fresh fruit or vegetable, frozen 
fruit or vegetable, or canned fruit or vegetable. The 1900 
housewife was almost entirely dependent on products that 
had been grown in her immediate vicinity, whereas the 
1949 housewife had her choice of products grown any- 
where in the world. This change was brought about by 
improvement in transportation, distribution, and methods 
for preserving foods. 


EARLY AMERICANS HAD LIMITED VARIETY 


If we go back to early American history, we will find that 
the only fresh foods people ate were those produced in the 
growing season, except for the fresh meat they were able 
to kill throughout the year from the large supply of game 
that was then found in all parts of our country. In order 
to survive, the early Americans had to store up stocks of 
food which they could keep for long periods of time, and 
in the beginning the only means they had of preserving 
these foods was dehydration. Even today we have a sur- 
prising number of areas in the United States where 
farmers live almost as did the rural housewife of 1900. 


MANY STILL LIMITED IN CHOICE 


Not too long ago, I was driving with a couple of men in 
central Kansas for the purpose of discussing with farmers 
the desirability of a frozen food locker plant for their small 
community. I was quite shocked by the repeated state- 
ments of farmers in that area that they considered it un- 
healthful to eat too much fresh food. This caused me to do 
some serious thinking about the reasons for their having 
such an idea, and it became quite clear that lack of re- 
frigeration facilities for the keeping of food had forced 
these people through generations to a diet which for the 
greater part of the year consisted of canned and dehydrated 
foods. They had of necessity been forced to store foods 
that could be kept for long periods of time without fear of 
spoilage. The only fresh foods these people were accus- 
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tomed to eating were those they were able to consume dur- 
ing their own growing season, plus the meat they were 
able to keep for short periods of time during winter months 
without the aid of refrigeration. 


INTRODUCTION OF CAN IMPORTANT STEP 


The introduction of the can was an all-important step in 
the advancement of the standard of living for the citizens 
of the United States. It was the means of their improving 
their diet. It was the means of their preserving foods in 
the processed state with more variety, flavor, and health- 
building qualities than were possible under the limitations 
of dehydration. Cans also made possible the shipment of 
foods from the areas of surplus production to all people 
everywhere. 


DEVELOPMENT OF REFRIGERATION ANOTHER STEP 


The development of refrigeration has been but another 
step in the development of our food distribution and in 
raising the standard of living for our people. Some idea 
of the importance of refrigeration in the food industry can 
be gained from the statistical figures on U. S. food con- 
sumption in 1949. In that year, U. S. citizens consumed, 
at retail values, $57,043,243,000 worth of food. This in- 
cludes foods consumed by growers as well as that which 
in other ways by-passed retail food stores. Of this total, 
perishable foods amounted to $32,143,507,000. Of the 
total consumed, food store sales were $30,221,695,000. If 
we break down this $30 billion, the meat volume amounted 
to $11,500,293,000 (exclusive of poultry), and the meat 
poundage was 21,925,000,000. Poultry dollar volume alone 
amounted to $2,223,240,000 or a poundage of 4,509 mil- 
lion. Fresh fruit and vegetable sales together amounted to 
$6,788,474,000 and in poundage 54,874 million. Dairy 
products (including eggs) amounted to $11,135,632,000 
(the egg volume by itself amounted to $2,545,137,000). 
The dairy products poundage was 59,893 million. 


1949 REFRIGERATION REQUIREMENTS 


To distribute $30 billion worth of food in 1949 required 
refrigeration of almost every conceivable type, such as re- 
frigerated warehouses, locker plants, refrigerated railroad 
cars, refrigerated trucks, small storage refrigerators, display 
refrigerators, home refrigerators, and freezers. 

The tremendous volume of foods consumed in 1949 was 
served to 42,843,000 family units through 504,480 retail 
food stores and through 525,000 restaurants, plus institu- 
tions and other types of establishments serving food. 


HUGE LOSS WITHOUT REFRIGERATION 


The huge loss that would have occurred in handling the 
1949 volume of perishable foods without refrigeration can 
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be calculated from the fact that the moisture content of 
fresh fruits and vegetables ranges from a low of 45% to 
a high of 93%. The moisture content of fresh meats ranges 
from a low of 55% to a high of 72%. The U. S. Depart- 
ment of Agriculture has found that the use of refrigeration 
for produce handled at the retail level will reduce average 
loss from 7.6% to 3.5%. The difference between proper 
and improper refrigeration can mean an average shrinkage 
saving of as much as 114% on meats in a 24-hour period. 


Shrinkage loss is one thing, whereas food spoilage is 
something else. Spoilage is caused by many and varied 
factors, of which temperature is the most important one. 
Refrigeration is therefore a necessity in prevention of spoil- 
age with nearly all fresh foods. 


REFRIGERATION CHANGED STANDARD OF LIVING 


Refrigeration as a part of the mechanical age has helped 
to make the great change that has occurred in the balance 
of population between people living on farms and those 
living in urban communities. In 1900 it required 71% 
people living on farms to produce enough foods for them- 
selves and for 214 people living in urban centers. In 1949 
2% people living on farms produced enough food for 
themselves and for 74 people living in urban communities. 


EVOLUTION OF MODERN FOOD RETAILING 


Refrigeration has had much to do with the evolution of 
the modern methods of food retailing. In 1900 a food store 
doing a $50,000 per year volume was considered a good 
one. Today any number of the modern supermarkets do 
up to $5 million per year per store. The modern market 
could not operate without refrigeration of all kinds to help 
to sell an infinite variety of choice foods to the housewife 
in a manner that has practically cut in half the gross margin 
required for profitable handling of foods by the retailers. 

The evolution of the retail food store in the United 
States is one of the most romantic industry developments 
in our history, and much of it has come about because of 
the development of the refrigerators to make this type of 
merchandising possible. 


INTRODUCTION OF REFRIGERATED DISPLAY CASE 


The impetus to this evolution was the introduction of 
the refrigerated display case, which made it possible for the 
old-time grocery store, which dealt only in nonperishable 
foods, to handle some fresh foods. The complete food store 
tended to grow with the development of refrigerators which 
have made it practical for the store to handle more and 
more fresh food items. Not too many years ago approxi- 
mately 75% of all foods sold in retail stores were of the 
nonperishable type; in the modern supermarket something 
like 75% of food sales are perishable foods. Until recent- 
ly the average food store employed only slightly more than 
a single refrigerated case, whereas today the modern super- 
market is likely to employ as many as 20 display refrigera- 
tors with storage refrigerators in balance. 


MAXIMUM USE NOT YET APPROACHED 


The maximum use of commercial refrigerators has not 
yet been approached. The self-service meat trend is one 
that has been growing rapidly, and yet only approximately 
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6% of all meats are sold through the self-service method 
of merchandising. In years to come, in that particular de- 
partment of the food store, we will undoubtedly approach 
a self-service development well in keeping with the trend 
that has developed in the self-service sale of staple food 
items. At least 75% of staple items are sold through self- 
service. 


PREPACKAGING OF PRODUCE 


Another trend in food distribution is that of prepackag- 
ing of produce. This trend is desirable because it eliminates 
waste. It gives the housewife a clean, ready-to-prepare 
product. It protects the food from contamination. It in- 
creases sales. Prepackaged produce must be kept under 
refrigeration. 


OPEN-TYPE SELF-SERVICE DAIRY CASES 


The development of open-type self-service dairy cases 
has had tremendous influence on the sale of all types of 
dairy products. The sale of natural cheese, for example, 
can be doubled and tripled in a given community with the 
proper use of the self-service merchandising technique. 


FROZEN FOOD DEPENDENT ON REFRIGERATION 


Frozen food is 100% dependent on refrigeration for its 
being. The year 1937 is most generally considered as the 
beginning of the frozen food industry as an integrated in- 
dustry. In that’ year 111,343,000 pounds of frozen foods 
were packed. In 1949 the frozen food pack was 918 mil- 
lion pounds for a dollar volume of $495,868,000, of which 
$61,544,000 was in frozen juice concentrates. Frozen juice 
concentrate szles were only $18 million in 1948. Reliable 
researchers estimate conservatively that 25 million gallons 
of cencentrate will be produced during the 1950 Florida 
season, which is about four times that produced in the past 
season. This is aside from the California production. It is 
estimated that the total 1950 production will be in the 
neighborhood of 850 million 6-ounce cans. In 1930 there 
was one major frozen food company; today there are more 
than one thousand. 


CHIEF BOTTLENECK IN FROZEN FOOD EXPANSION 


The chief bottleneck in the expansion of frozen food is 
lack of sufficient refrigeration, and particularly lack of suf- 
ficient display cases. When we speak of frozen foods, we 
generally speak of frozen fruits, vegetables, and citrus con- 
centrates. We have yet to see any large development of 
frozen’ meat, except for poultry. The development of 
frozen fish has grown into a major industry. 


MAY REVOLUTIONIZE MEAT DISTRIBUTION 


Frozen meat may well revolutionize the meat distribu- 
tion system. Under our present system for handling fresh 
beef, pork, and lamb, it is customary for large packers to 
ship the carcass to distribution centers for further process- 
ing and delivery to retail stores, hotels, restaurants, and 
other outlets. Offal products, including bones are then 
gathered up and returned to processing plants at a consider- 
able cost. If meats are handled in the frozen state, only the 
edible product will leave the packing plant, while all offal 
products will immediately be processed without the need 
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for the ultimate buyer to have paid unnecessary freight and 
handling costs. 


LOCKER PLANTS AND HOME FREEZERS 


The development of frozen food locker plants and home 
freezing units has had a considerable bearing on the ac- 
ceptance of frozen meats by the public. The frozen food 
locker plant for the most part has found its place in rural 
communities where farmers have been able to take not 
only their meat, but also fruits, vegetables, and other perish- 
able items, to a community processing plant for freezing, 
and to store them either there or in proper refrigeration 
equipment kept on the farm. The widespread distribution 
of these locker plants has brought about a very wide and 
general acceptance of all types of frozen foods but particu- 
larly of meats. 

The adoption of the home freezer has affected the food 
industry in more ways than one. It has had a considerable 
bearing on home canning practices. Home freezing of 
foods has in many instances completely replaced home can- 
ning as a method of food preservation. People do prefer 
fresh frozen foods to canned foods. 

People who own home freezers, like those who have 
made use of frozen food locker plants, learn to prefer all 
types of frozen foods, including meats, to other preserved 
types. Sometimes this preference is the result of a develop- 
ment of taste for this type of food, but on other occasions 
it may be influenced by the economies or convenience of 
the frozen food storage facilities in the home. 


PACIFIC GAS AND ELECTRIC CO. 


DIVIDEND NOTICE 
Common Stock Dividend No. 139 


The Board of Directors on September 
20, 1950, declared a cash dividend for 
the third quarter of the year of 50 cents 
per share upon the Company's Com- 
mon Capital Stock. This dividend will 
be paid by check on October 16, 1950, 
to common stockholders of record at the 
close of business on September 29, 
1950. The Transfer Books will not be 
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AMERICAN VISCOSE 


The development of proper refrigeration for merchandis- 
ing purposes is bringing about still another evolution of 
food distribution, and that is the sales of ice cream. Until 
recently, commercial ice cream was sold almost entirely 
through drugstores or out of little cabinets scattered about 
in the hands of small dispensers, and for the most part this 
ice cream was eaten on the premises where purchased. With 
the introduction of the self-service type frozen food display 
cabinets, retail food dealers experimented with the sale of 
ice cream as a food item, and this experiment has proven 
very successful. The gallonage sales of ice cream through 
food stores in 1949 was a very considerable one. 

The statistics of the food industry, together with a study 
of food distribution trends, make it clear that our present 
standard of living could not have been attained nor could it 
be maintained without refrigeration of the many types re- 
quired to handle our food tonnage and to make possible our 
modern methods of distributing and merchandising food. 


1949 STATISTICS 


The best proof of the part that refrigeration plays in the 
food industry is in the statistics on 1949 sales of refrigera- 
tors used for the handling of food storage and distribution. 
In that year were sold approximately 414 million household 
refrigerators, 500,000 home and farm freezers, 120,000 
commercial refrigerators, 145,000 ice cream cabinets, and 
290,000 beverage coolers. To these figures must be added 
those covering refrigerated railroad cars, refrigerated ware- 
houses, and refrigerating machinery used in food processing. 


SAFEWAY STORES 


INCORPORATED 


Preferred and Common 
Stock Dividends 


The Board of Directors of Safeway 
Stores, Incorporated, on October 11, 
1950, declared a quarterly and an 
extra dividend on the Company’s $5 
Par Value Common Stock and regular 
quarterly dividends on the 4% Pre- 


closed. 
E. J. Becxert, Treasurer 


San Francisco, California 


tin | THE COLUMBIA 


“| GAS SYSTEM, INC. 


The Board of Directors has declared this day 
the following quarterly dividend: 


Common Stock 
No. 64, 1834¢ per share 


payable on November 15, 1950, to holders of 
record at close of business October 20, 1950. 


Dare Parker 
October 5, 1950 Secretary 
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CORPORATION 
Dividend Notice 


Directors of the American Vis- 
cose Corporation at their regular 
meeting on Oct. 4, 1950, declared 
dividends of one dollar and 
twenty-five cents ($1.25) per 
share on the five percent (5%) 
cumulative preferred stock and 
seventy-five cents (75¢) per share 
on the common stock, both pay- 
able on Nov. 1, 1950, to share- 
holders of record at the close of 
business on Oct. 16, 1950. 


WILLIAM H. BROWN 
Secretary 


ferred Stock and 5% Preferred Stock. 

The dividend on the Common 
Stock is at the rate of 60c per share. 
The additional extra dividend is 30c 
per share. Both dividends are payable 
December 14, 1950 to stockholders 
of record at the close of business 
December 4, 1950. 

The Dividend on the 4% Preferred 
Stock is at the rate of $1.00 per share 
and on the 5% Preferred Stock at the 
rate of $1.25 per share. Both pre- 
ferred dividends are payable January 
1, 1951 to stockholders of record at 
the close of business December 4, 1950. 


MILTON L. SELBY, Secretary. 


October 11, 1950. 
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Growth Companies Have Grown 
Surprisingly Powerful 


WALTER KNOWLTON GUTMAN 


N 1940 THE TYPICAL GROWTH COMPANY was a small 
| company, with moderate resources but big prospects. 

In 1950 it has become a large company with large re- 
sources. The three tables accompanying this article show 
the changes that occurred in “growth” companies in the last 
ten years. If size itself is a deterrent to development, then 
the tables indicate that well-known growth companies have 
already achieved a large part of their growth. If future 
prospects have remained in proportion to the resources, a 
very dynamic development may be possible in the next 
ten years. 


PROBLEM OF SIZE A DEBATABLE ISSUE 


The problem of size is a highly debatable issue. DuPont, 
a giant company in 1940, doubled its gross plant and trip- 
led its sales in ten years. Dow, a small company, multiplied 
its plant five and one-half times and its sales six and one- 
half times. On the basis of this comparison, size seems to 
have been a brake on growth. Bethlehem Steel increased 
its gross plant only 50% and pushed its sales up only 
100%. This sales gain was assisted more by price increases 
in Bethlehem Steel than in the chemical companies. A con- 
clusion seems to be that size is not necessarily a deterrent 
to dynamic growth, and opportunity is a more important 
control. 


UNDERSTANDING OF MANAGEMENT PROBLEMS 


One control is the understanding of management prob- 
lems. DuPont is an outstanding example of an ability to 
maintain continuity of good management. An intensive 
effort is made by this organization to assure itself that man- 
agement energy remains productive. Actually the maintain- 
ing of good management may be regarded as a psychologi- 
cal problem, and it is likely that psychology will be more 
and more widely applied to management problems in the 
coming decades. If the energy and daring of small manage- 
ments can be retained when these become big organizations, 
size will no longer be a natural barrier to growth. 

In growing almost sevenfold in sales Dow found it neces- 
sary to sell about $70 million of common and convertible 
preferred to its employees and the public. This increased 
the common share issue on a fully converted basis by about 
50%. Sales per share in 1940 were $10 (on the basis of 
the present 4 for 1 split stock) and in 1949 were about 
$35. For the 1940 share holder the sales potential increased 
three and a half times. For Bethlehem sales per share were 
$65 in 1940 and $108 in 1949. Dow's common sold at a 
high of 72 this year against 4234 in 1940. Bethlehem sold 
at 444 against 31 in 1940. 

During 1940 Dow had approximately $6,400,000 of 
unobligated cash flow to work with (depreciation of 
$2,656,000 and retained earnings of $3,396,000). During 
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1949 it had $42 million of cash flow to work with. Thus, 
the cash-producing power of the organization has grown 
so much that in two good years it can generate more 
equity capital than it asked the public to supply in the last 
ten. This may free it of any further need of equity capital, 
or at least of any important requirement for it. 

In various degrees the same is true of the other growth 
stocks. Total cash flow from depreciation charges for 
the eleven growth companies listed in the tables was 
$61,640,000 in 1940. In 1949 it was $154,921,000, a gain 
of 150%. The eight steel companies had cash flow from 
depreciation of $140,925,000 in 1940. This increased 45% 
to $204,757,000 in 1949. For four growth companies the 
gain in this tax-free source of cash was spectacular, ranging 
from 230% to 1130%. The maximum gain for the steel 
companies was 125%, scored by Armco. The importance 
of depreciation in times of high taxation should not need 
stressing. 


CANNOT BUILD PLANTS WITHOUT MONEY 


The tables show the familiar fact that you cannot achieve 
sales growth without plant growth and that you cannot 
build plants without money. Despite a low price policy for 
the growth companies and a more speculative price policy 
for the steel companies, sales of the growth companies 
gained proportionately more than those of the steel. Gain 


Tas_e 1. ComMparIsON OF DEPRECIATION CHANGES 
Thousands of Dollars 


Depreciation 


1940 1949 

Growth Companies 
Dow $ 2,657 $ 20,300 
DuPont 21,394 55,431 
Allied 9,861 15,061 
Monsanto 2,783 9,210 
Union Carbide 15,926 27,499 
Merck 318 2,845 
Victor 354 1,246 
Hooker 500E 1,368 
American Cyanamid 3,845 10,796 
Hercules Powder 3,613 6,369 
Minnesota Mining 389 4,796 

Total $61,640 $154,921 
Steel Companies 
U.S. Steel $ 69,085 $ 97,860 
Bethlehem Steel : 32, 
Republic Steel 11,788 15,496 
Jones & Laughlin 8,539 16,684 
National Steel 7,361 13,172 
Inland Steel 7,075 9,847 
Youngstown Sheet & Tube 7,985 9,981 
Armco Steel 4,208 9,517 

Total $140,925 $204,757 
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was 180% for the growth group and 115% for the steels. 
If we compare sales gains with gains in gross plant, the steel 
group enjoyed a more effective increase. Their gain was 
$2 of sales per $1 of new gross plant. The chemical com- 
panies gained only $1 of sales per $1 of new plant. This 
can be explained at least in part by the rapid rise in con- 
struction costs. The price increase of steel products came 
nearer matching the rise in construction costs than the rise 
in chemical prices. Chemical companies kept to their tra- 
ditional relationship of $1 sales per $1 of plant. The 
figures may indicate a fundamental improvement in the 
operating conditions of the steel industry. In 1940 this 
industry achieved only $0.50 of sales per $1 of gross plant. 
This became $1 of sales per $1 of gross plant in 1949. Part 
of this, however, is also explained by the inflationary move- 
ment in steel prices. 

If we look at the gross plant accounts, it seems significant 
that the combined accounts of eleven chemical companies 
increased $1,600 million in the decade and those of the 
eight steel companies also increased $1,600 million. In 
other words, since 1940 the chemical companies have built 
an aggregate tangible economic force equal to that of the 
eight steel companies. This statistic serves to bring out the 
major point of the study; namely, that growth companies 
have acquired an amazing amount of tangible economic 
muscle in a very few years. If the opportunities for growth 
still exist in anything like the order in which they existed 
in 1940, these and similar companies should put on an 
amazing performance from here on out. The steel com- 
panies, which still live in popular fantasy as giants, will 
look like middle-aged gentlemen born in 1900 alongside 
of the vitaminized young giants of today. If the growth 
comp=nies can be thought of as being in a stage of young 
manhood, it is obvious that they have succeeded in becom- 
ing very strong young men. 


TABLE 2. CoMPARISON OF Gross PLANT ACCOUNTS 
Thousands of Dollars 


Gross Plant 


1940 1949 
Growth Companies 
Dow $ 50,067 $ 275,748 
DuPont 410,779 866,483 
Allied 246,547 416,118 
Monsanto 47,307 155,183 
Union Carbide 290,574 699,412 
Merck 7,689 40,949 
Victor 7,514 19,740 
Hooker 11,543 24,004 
American Cyanamid 72,539 176,844 
Hercules Powder 41,223 89,435 
‘Minnesota Mining 7,841 53,786 
Total $1,193,623 $2,817,702 
Steel Companies 
U.S. Steel $2,345,916 $3,067,470 
Bethlehem Steel 810,793 1,186,207 
Republic Steel 396,152 533,584 
Jones & Laughlin 257,219 434,207 
National Steel 235,251 383,551 
Inland Steel 173,949 286,865 
Youngstown Sheet & Tube 275,414 326,862 
Armco Steel 130,225 244,722 
Total $4,624,919 $6,463,468 
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The success of the growth companies in acquiring eco- 
nomic force justifies the optimism of those speculative 
investors who paid a high price-earnings ratio at the time 
they bought these stocks. They correctly appraised the in- 
tangible factors that enabled the growth stocks to develop 
a high earning power, increase their dividends, and build 
up their assets. It is interesting to note that Bethlehem 
paid $1.67 a share in 1940 and is paying at a $3 rate today. 
Dow paid $0.75 a share in 1940 and is paying $2.40 today. 
If we extrapolate the same change in dividends ten years 
from now, present holders of Dow will be getting $7.75 a 
share in 1960 while holders of Bethlehem will be getting 
$5.40. Yields on this year’s highs on these extrapolated 
dividends are 10.7% for Dow and 12% for Bethlehem. 
The instinct of the marketplace seems to be pretty good. 

The dividend return on growth stocks has not been so 
low over a period as it may look at any one time. The 
dividend return over the next decade should be very gener- 
ous if growth is still an inherent factor in these stocks. 

Probably the best guide to this will be market action. 
The market action will be the result of hundreds of careful 
investigations. Analysis of market action has to be subtle 
and flexible, not simple and dogmatic, but there can be no 
doubt that market action over a representative period mir- 
rors basic underlying economic forces. 

If we assume that market action has a sound significance, 
we can also assume that extremes of market action are 
unsound. The extremely low valuation of the economic 
power of the steel stocks which was current a year ago was 
not out of key with the basic problems faced by this 
industry, but it was an unhealthy and unjustifiable extreme. 
Growth stocks do not seem to have reached extremes of 
optimistic valuation in recent years and, in view of the very 
high earnings that will be shown in 1950, cannot be re- 
garded as at extremes now. 


TasLe 3. COMPARISON OF SALES 
Thousands of Dollars 


Sales 
1940 1949 

Growth Companies 
Dow $ 37,743 220,830 
DuPont 359,055 1,024,775 
Allied 178,054 363,744 
Monsanto 45,608 165,925 
Union Carbide 231,393 585,781 
Merck 23,766 73,578 
Victor Chemical 8,487 29,426 
Hooker 7,389 21,822 
American Cyanamid 88,166 214,799 
Hercules Powder 52,429 120,977 
Minnesota Mining 20,999 114,925 

Total $1,053,089 $2,936,581 
Steel Compames 
U. S. Steel $1,145,608 $2,293,258 
Bethlehem Steel 602,202 1,266,843 
Republic Steel 303,303 651,953 
Jones & Laughlin 153,287 386,046 
National Steel 157,906 424,892 
Inland Steel 142,173 345,862 
Youngstown Sheet & Tube 143,054 334,843 
Armco Steel 112,364 341,350 

‘Total $2,759,897 $6,045,047 
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Reports from Affiliated Societies 


Montreal Institute 
of Investment Analysts 


The Montreal Institute of Investment Analysts first saw 
the light of day last January when a meeting was held 
under the chairmanship of T. B. Ryan at the Windsor 
Hotel in Montreal. 


This meeting was purely exploratory and was honored 
by the presence of Lucien Hooper, President of the National 
Federation of Financial Analysts Societies. Most Montreal 
investing institutions and investment houses had received 
notification of the meeting. Forty persons were present, an 
attendance above expectations. Mr. Ryan outlined the 
aims and objectives of the proposed organization, and Mr. 
Hooper gave a very interesting description of the functions 
of the New York Society. 

At the conclusion of the meeting a working committee 
was nominated to get the organization under way. This 
committee consisted of T. B. Ryan, P. D. Falk, A. H. 
Bolton, F. S. Lamplough, D. K. Porteous, and J. D. Gibson. 
It is the present executive committee of the Institute, except 
that A. Ahern has replaced Mr. Porteous, and J. Forget has 
been added to it. 


At a subsequent meeting of the executive committee it 
was decided to give the Institute its present name and to 


incorporate. This was accomplished by the issue of letters . 


patent under the Quebec Companies Act in the month of 
June. 


It was believed that our organization and the investment 
fraternity as a whole would benefit by the formation of an 
advisory committee of senior men representing all phases 
of financial life with both English- and French-speaking 
members. Consequently, the following members were ap- 
proached and consented to serve on such a committee: 


Robley MacKay, Sun Life Assurance Co., honorary president. 
T. D. Lewis, Bank of Montreal. 

R. Thompson, Standard Life Assurance Co. 

G. Gingras, Rene T. Leclerc. 

J. M. Wells, Royal Trust Co. 

J. A. Toller, Montreal Life Assurance Co. 

R. H. Nose, Financial Publishing Co. 


Several interesting and informative dinner meetings were 
held in the spring, and the following speakers addressed 
the Institute: 


R. W. Sharwood, C. A. vice-president and treasurer, CIL. 

J. G-Gordon, Sun Life Assurance Co. 

K. de Courcey, editor, Intelligence Digest. 

W. T. A. Bell, division manager, Imperial Oil Co. 

M. Savage, FCIS, secretary, Newsprint Association of 
Canada. 

R. B. McIntire and E. T. McCormick, SEC, New York. 

W. A. Hanway, secretary, International Paper Co. 
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The gratitude of the Montreal Institute is sincerely ex- 
pressed to these gentlemen for their kindness in talking to 
our group. 

The fall and winter season began with talks in the month 
of October by D. C. Campbell of Aluminium Limited and 
Mr. Oland of Oland Breweries Limited. 


The executive of our Institute has experienced some 
difficulty in persuading leaders of industry to appear before 
our meetings. However, it is hoped that in the near future 
we will receive from them the same co-operation that the 
New York Society has received from so many leading 
businessmen. 

It is planned to form study groups this winter for the 
purpose of preparing detailed surveys of selected industries 
and companies which will be made available to the mem- 
bership at large and anyone else who may wish them. 

From a handful of members last February the MAIIA 
now boasts a total strength of 85 people, with indications 
that this figure will grow considerably in the near future. 


Los‘Angeles Society of 
Security Analysts 


The year 1950 has been one of gratifying progress for 
our Society, and this has probably been the experience of 
other groups in the United States. Undoubtedly this has 
been due in no small measure to the efforts of the National 
Federation. The Federation has made notable progress in 
raising the standards of and attempting to improve the 
status of our profession. 


The attendance this year at our meetings has continued 
to rise. We changed our quarters from the Los Angeles 
Stock Exchange Club to the University Club, where as 
many as 100 could be accommodated. At the old address 
we were rather cramped when the attendance reached 35. 
We are now averaging 55 to 60 at our meetings and have 
had as many as 75 in attendance. 


In the past, meetings were held monthly, with an ad- 
journment during two of the summer months. This year 
we have had meetings every month and have not adjourned 
during the summer. During September we had three speak- 
ers address us. 

We continue to be impressed with the value of the infor- 
mation and data presented by the various speakers at our 
meetings, and it appears obvious that, if the results of the 
meetings throughout the country were available to the ana- 
lysts in the Federation, a valuable tool would be provided 
them. We wondered if some procedure could not be de- 
veloped to disseminate the results of such meetings to the 
individual members of the National Federation. It was re- 
cently our pleasure to have had Lucien Hooper and Pierre 
Bretey visit us, and we discussed this idea with them. We 
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hope that some progress may eventually be made in this 
respect. 

It is our hope that at the next annual meeting of the 
Federation a good number of our members can attend, 
when it will be a pleasure to renew, old acquaintances. 


WALTER PODOLAK, Vice-President and Secretary 


The Security Analysts 


of San Francisco 


Despite the “dog days” of July and August, when many 
of the investment fraternity were away from their desks on 
vacation, the San Francisco Society maintained a relatively 
full schedule of activities. 


Since last reported, we have held three general luncheon 
meetings with the following guests: 


Paul W. Guenzel, treasurer, Container Corp. of America 
George W. Merck, chairman, Merck & Co. 


September 27 . 
(Brickell’s Reporter) 


October 18 . 


a sensation has been produced in our flour markets during the week. . 


% 


1845 


. The banks have as much paper offered as they are willing to discount. 


. Fears in relation to the crops of England ripened into certainty . 


in American flour and grain were great. 
increasing without a parallel in this or any other country.” (Niles Register) 


November 7 . 


Earl W. Bennett, chairman, and Calvin A. Campbell, 
secretary, Dow Chemical Co. 


In spite of the fact that we were in the midst of the 
vacation season the attendance at all three meetings was 
very large. This may be attributed to the fact that in each 
instance the membership was afforded the opportunity of 
heating top-flight executive talent from a leading company 
in its own field of American business. 

Our forum program was not neglected during this 
period. We heard from the following guest speakers at 
forum meetings: 


Lee Schaenen, rail specialist, N. C. Wainwright & Co. 
Lucien O. Hooper, market analyst, W. E. Hutton & Co. 
Pierre R. Bretey, rail specialist, Baker, Weeks & Harden. 
E. J. Beckett, treasurer, Pacific Gas & Electric Co. 


In addition, two forum meetings on market forecasting 
were scheduled this fall. As can be expected, the thoughts 
expressed have varied widely, representing all phases of 
the economic spectrum. 


WILLIAM P. HELD, Secretary-Treasurer 


- quite 
. Advances 
. At this moment our iron business is 


. “This controversy seems now to be approaching a sort of crisis, and there 


are from time to time symptoms of alarm on one side of the Atlantic or the other 


. we have our rights that ought to be and must be respected. . . 
that war may come is half as bad as war itself . 


(Daniel Webster) 


. This supposition 
. What we want is settled peace.” 


December 20 . . Money rates advanced. 
1846 
March . . . Fears of war with Mexico prevented money entering into enterprise. 
May 12. . . War declared on Mexico by U. S. Congress. 
June 2. 


existing war with Mexico.” 


September . 
harvest of Great Britain.” 


& November . . 


. “Debate in Senate to furnish an estimate of the sums required to prosecute the 
. “The most important point of consideration has come to be the state of the 


. “There has been in the last month some degree of recovery from the general 


depression which has lain heavily upon all business since the commencement of the 


war.” (Niles Register) 


December . 


greater profit in most cases, than capital invested in other pursuits. . 


. New businesses are being erected throughout the country, and still yield a 


. This is not 


the result of an inflated currency, but is an actual increase of wealth and business. 
Whilst agriculture, commerce, and navigation, released from onerous taxes and restric- 
tions are thus improved and invigorated, and manufacturers are not depressed . 
profits of manufacturers now reposing more and more in its own skill and resources, 
is still prosperous and progressive. (Report of the Secretary of the Treasury ) 
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Book Reviews 


BEHAVIOR OF WAGE RATES DURING 
BUSINESS CYCLES 


Daniel Creamer with the assistance of 
Martin Bernstein 
National Bureau of Economic 
Research, Occasional Paper no. 34, 
66 pp, 50 cents 


The cyclical behavior of hourly earn- 
ings and of wage rates are considered 
in relation to each other. Hourly rates 
consist of payments for a specified 
time, and wage rates are the compen- 
sation to workers hired by the day or 
week. When a relationship is estab- 
lished between these series, the behay- 
ior of wages becomes clearer — and, 
consequently, the possible cost of in- 
dustrial output. Wages declined sharp- 
ly from 1920 to 1922 and underwent 
slight fluctuations of a cyclical charac- 
ter until 1930. Wage rates for manu- 
facturing lagged business activity and 
employment between 1920 and 1933. 
Then the average lag at major turning 
points was about seven months, and 
the average lag in railroad wages about 
twice that time. After 1933 wage rates 
rose rapidly as a result of the National 
Recovery Act by which the work week 
was shortened without earnings being 
reduced. Government intervention in 
Wage rates was an innovation. After 
that came supplementary pay of one 
kind or another to be included in cal- 
culations. In 1948 “about three-fifths 
of expenditures on wage supplements 
were incurred” for workmen’s com- 
pensation and insurances of one type 
or another. Tables of unusually com- 
plete coverage deserve long study, for 
it seems true that wages are good indi- 
cators of the continuance of any trend 
of business activity. Sources for these 
data are included in the pamphlet. 


ELEMENTS OF ECONOMIC ANALYSIS 


Archibald M. Mclsaac 
Prentice Hall, 240 pp 


This book which was written to be 
“useful” fulfills its purpose. It is go- 
ing to help many an interested person 
to understand the workings of the 
American financial structure. For it is 
simply done and, although elementary 
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In this department are sum- 
marized books, articles, and doc- 
uments of outstanding economic 
or financial interest. A list of ar- 
ticles, which may be useful to 
the security analyst, follows the 
reviews. 


Helen Slade is the author of 
the book reviews. She will co- 
operate with members of the So- 
ciety desiring source material for 
JOURNAL articles and for re- 
search projects and studies. 


in some aspects, covers a large and im- 
portant field lucidly. 


Some approaches to economic analy- 
sis are mostly in terms of individual 
industries with special emphasis on the 
importance of entrepreneur motivation 
with its concomitant results. Types of 
market organization predominant in 
contempotaty economic structure are 
presented. Since funds for real invest- 
ment arise out of earnings, borrowings, 
sale of corporate securities, or other 
types of property rights, people make 
a choice for investment channels. Such 
opportunities generally arise in the 
field of bond or stock purchases, and 
by these purchases the investor shares 
in earnings of an enterprise without 
directing production itself. For the 
most part the main interest of inves- 
tors lies in the hopes for income and 
safety of savings. Thus an ever-increas- 
ing number of persons win securities. 

Some expect to keep their invest- 
ments over the years, but at times their 
attitudes change, which may result in 
a shift to pessimism, and even a change 
in the trend of business. For produc- 
tion must be sensitive to demand. In 


addition to this, new products, larger” 


or smaller incomes, and impacts of one 
kind or another reflect on markets. 

Downward market changes reduce 
the amount of corporate surpluses and 
have an impact on possible dividends. 
A table shows that, although earnings 
fluctuate, the amount of dividends paid 
out by American business has been far 
more uniform than the corporations’ 
net income. 


The supply of investment funds, and 
bank credit as a source of investment 
funds are explained, as are changing 
prices and some of the causes for this 
phenomenon. One question that arises 
is whether or not there is economic 
justification for the payment of inter- 
est on loans made to the Government 
by banks. Control by taxes is consid- 
ered. It is ventured that the chief do- 
mestic question facing the United 
States is how to keep our high level of 
production, income, and employment. 


URBAN MORTGAGES BY LIFE 
INSURANCE COMPANIES 


R. J. Saulnier 
National Bureau of Economic 
Research, 180 pp, $2.50 


The role of the life insurance com- 
pany as an investor is fully described, 
in relation to both the importance of 
the funds invested and the worth of 
the assets. Data have been collected 
from the transactions of twenty-four 
companies. Of recent years there has 
been a shift of loans to the southwest 
region and to the smallest centers of 
population. It is stated that most usual 
loans have been mortgages on single- 
family dwellings, and these were ac- 
commodations of less than $10,000. 

Tables add much to the interest of 
the text. Table 11 shows that the 
loans on one-to-four-family dwellings 
are “wider in regional scope than 
those on income-producing properties.” 
Some of the loans on one- to four- 
family properties at the end of 1946 
were FHA-insured with an average of 
45% on the dwellings and 4.26% on 
income-producing properties. Interest 
on loans with no amortization tends to 
be higher than on those having this 
provision. Interest rates on mortgages 
secured by properties other than one- 
to four-family houses decreases as the 
size of the loan increases. 

Changes in investment holdings of 
life insurance companies show a de- 
cline in mortgage loans, which are now 
a smaller ratio to the whole than in 
the nineteenth century. With the de- 
cline of mortgages as investment came 
an increase in U. S. bonds and a lesser 
increase in the bonds of private cor- 
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porations. In 1860 mortgage loans 
constituted 59.2% of the total assets 
of twenty-nine large companies. There 
has been a gradual decline of these 
loans until in 1946 they stood at 
13.2%. On the other hand, U. S. 
bonds rose from 3.1% in 1860 to 
36.6% in 1910 and then declined to 
25.9% in 1946. 

After 1948 came a period of ex- 
panding private investment, with a 
larger diversification. As is usual in 
“Bureau” studies, many of the data are 
given in tables. 


MONETARY POLICY FOR A 
COMPETITIVE SOCIETY 


Lloyd W. Mints 
McGraw-Hill Book Co., 236 pp, $3 


That we have an unstable money 
supply and no definite monetaty policy 
is thought to be a defect in our econ- 
omy. A serious question is whether it 
is preferable to have an international 
gold standard with fixed exchange rates 
or a national standard with flexible 
exchange rates. For it should be re- 
membered that at times of disturbances 
“there is an irreconcilable conflict” be- 
tween the requirements for interna- 
tional equilibrium and those for do- 
mestic stability. To eliminate this kind 
of conflict, flexible prices and mobility 
of resources are desirable. 

Debt financing is an unfortunate 
element in modern business; the au- 
thor thinks “the prevalence of large 
volume of maturities and near maturi- 
ties is an exceedingly disturbing factor 
to business firms.” 

Should there be specie losses under 
a gold standard, an immediate reduc- 
tion in prices of goods would follow. 
But most important is international 
monetary stability. There are more 
serious barriers to it than to national 
stability; yet in both cases flexibility 
of prices is essential. 

A satisfactory monetary policy can 
best be attained by experts voicing 

their opinions; for this reason the 


Failure of European crops. 


February . 
March . 
March 3 . 


book is addressed primarily to econ- 
omists or to persons interested in the 
correct action whereby money may be 
used for stability. 


THE LAUNDRY INDUSTRY 


Fred de Armond 
Harper & Brothers, 291 pp, $4 


Since the laundry industry now 
boasts over 300,000 employees and has 
research organizations, it is possible 
that some day securities of this ever- 
growing industry might become growth 
shares. In 1939 sales volume amounted 
to a total of $453,579,000, by 6,773 
firms. A total of 40% of these firms 
were incorporated and did 37% of the 
business. These estimates have in- 
creased. Insurances of all kinds eat 
into laundry profits, as does deprecia- 
tion of machinery. As a rule the profits 
are satisfactory and run in cycles. 


ECONOMIC FLUCTUATIONS IN THE 
UNITED STATES, 1921-1941 


Lawrence Klein 
John Wiley & Sons, 174 pp, $4 


“Economic Fluctuations” is a Cowles 
Commission Monograph, which te- 
veals the manner by which mathemati- 
cal formulas may be used in appraising 
and constructing situations. Mathemat- 
ical equations are viewed as a set of 
simultaneous operations expressing in- 
terrelationships that may direct eco- 
nomic behavior. In the appendix, time 
series throw light on fluctuations from 
1921 to 1941. But just how they de- 
veloped is told in the main text which 
“represents a pioneering attempt to 
construct economic models of the en- 
tire economy.” 

Although the study assumes a 
knowledge of mathematical procedure, 
an abundance of literal information 
and extensive tables make it useful for 
almost any analyst. 


. Famine in Ireland. 
. “Extraordinary prosperity of the United States.” 
. “Three Million Bill Passed—an act to enable the President to conclude a 


treaty of peace with Mexico.” : 
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Because of the newness of the con- 
struction of economic models, some of 
the terminology may be unfamiliar. 
Terms used in philosophy have been 
borrowed, and the economic system is 
described as having two sets of varia- 
bles: endogenous, that is, determined 
by forces from within the system, and 
exogenous, which is influenced from 
without the system. An example given 
of exogenous is of the changes, on 
funds, coming from Federal Reserve 
rulings and influencing money rates. 
That the economy is altered not only 
from inside changes but also by out- 
side forces has long been taken for 
granted by older observers. Yet the 
econometric methods of tabulating and 
estimating the merit of these factors 
are of considerable worth to all fore- 
casters. 

The econometrician who deals in 
forecasting finds greatest interest in the 
extent to which structural parameters 
aid him in forming opinions. It is 
indicated that equations of the market 
show “interactions of households and 
entrepreneurs in determining price 
levels.” To clarify some considerations, 
systems using macroeconomic (aggre- 
gate) equations in place of microeco- 
nomic (individual) ones are easier. By 
sacrificing detail a smaller number of 
variables need be appraised. 

Persons who do not care to follow 
directions for mathematical conclusions 
can find many answers by merely con- 
sidering economic influences. 

Corporate savings are profit varia- 
bles and may be affected by demand. 
One of the most important variables 
is that of the stock of capital, since its 
pressure on economic activity is indis- 
putable. The same is true of inven- 
tories, but the measurement of the 
flow of inventories is often difficult. 
The treatment of savings deposits and 
checking deposits is a bit different 
from what one generally expects, as is 
new construction. The author finds a 
need for improving statistical data, 
which no doubt will be achieved. In 
the meantime this study makes. illumi- 
nating reading. 
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Recent Books, Documents. and Magazine Articles 
of Financial Interest* 


Monetary and Fiscal Subjects 

Atlanta’s Booming Bank Expansion Program, Burrough Clear- 
ing House, May 1950. 

The Dollar Siege, Lloyds Bank Review, July 1, 1950. 

Effects of Exchange Depreciation on a Country’s Export Price 
Level, International Monetary Fund Staff Papers, 
Feb 1950. 

International Monetary Fund Staff Papers (a publication), In- 
ternational Monetary Fund, 1818 H St. N W, Wash- 
ington, D. C. 

Ceylon’s Central Banking Experiment, Banker, July 1950. 

A Key to Good Stockholder Relations, Harvard Business 
Review, July 1950. 

Formula Plans and the Institutional Investor, Harvard Business 
Review, July 1950. 

The Report of the Bank for International Settlements, Statist, 
July 1, 1950. 

Farm Debt Rise Continues, Reserve Bank of Chicago Business 
Conditions, July 1950. 

American Monetary Policies since the War, Banker, 
June-July 1950. 

Stocks with Long Dividend Records, Forbes, July 1, 1950. 

Report on the Availability of International Capital for Carib- 
bean Economic Development, Caribbean Economic Re- 
view, Dec 1949. 

Consumer Credit Reaches New Peak, Federal Reserve Bank of 
Chicago, July 1950. 

Ireland’s Economy and Finance, Statist, July 8, 1950. 

Devaluation Boomerangs, Commercial & Financial Chronicle, 
July 6, 1950. 

British Banking Survey, Economist (London), June 17, 1950. 

Farm Export and Foreign Policy, Federal Reserve Bank of St. 
Louis Monthly Review, Sept 1950. 

Member Bank Conditions, Federal Reserve Bank of Kansas 
City, Aug 31, 1950. 

Trends in the Supply of Equity Capital, Harvard Business 
Review, Sept 1950. 

Foreign Dollar Bonds, Journal of Finance, Sept 1950. 

The Half Year’s Earnings: income of leading corporations for 
first half of 1950, Economic Conditions, Aug 1950. 


Economics and Miscellaneous 


Economic Development in Selected Countries, United Nations, 
Columbia University, $2. 

What Partial Mobilization Means to the Economy, Conference 
Board Business Record, Aug 1950. 

The Economic Development of Latin America and Its Principal 
Problems, United Nations Dept. of Economic Affairs, 
Distributed by Columbia University Press. 

Economic Survey of Europe in 1949, Research and Planning 
Division, United Nations, Distributed by Columbia Uni- 
versity Press. 

Consumers’ Co-operation and State Socialism (Great Britain), 
Business Information Sources, June-July 1950. 

Theories of the 1937-38 Crisis and Depression, Economic 
Journal (London), June 1950. 

Economic Considerations Affecting Aid to Underdeveloped 
Areas, Social Science, June 1950. 

Union Wages and Hours: Building Trades, Bulletin 276, Supt 
of Documents. 

The Role of Science in the British Economy, Manchester School 
of Economics & Social Studies. 


Rise of the Mexican Automobile Industry, Automotive & Avia- 
tion Industries, July 15, 1950. 


*All articles and documents listed in this section may be found 
in the economics division, room 228, of the New York Public 
Library. 
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Appraisal of Hotels, Appraisal Journal, July 1950. 

The Federal Municipal Bankruptcy Act, Journal of Finance, 
Sept 1950. 

Postwar Cartels, Editorial Research Reports, June 1950. 

Residential Rents Compared with Building Materials in St. 
Louis, Real Estate Analyst, July 1950. 

American Labor: A 50-year chronology, Monthly Labor Re- 
view, July 1950. 

The Power of Labor Unions, Barron’s, Aug 7, 1950. 

Catalogue of Economic and Social Projects, 1950, United 
Nations, Columbia University, $3.75. 

The Supply Function for Agricultural Products, Economic 
Review, Sept 1950. 

Bradford’s Survey and Directory of Marketing Research 
Agencies, E. S. Bradford. 

Defense Production Act of 1950 (bill to establish a system of 


priorities and allocations for materials and facilities), 
H. R. 9176, U. S. 81 Congr 2 sess. 


Taxes 

The Tax Side of Pension Planning, NACA Bulletin (National 
Association of Cost Accountants), July 1950. 

Tax Evasion and Avoidance, Tares, Aug 1950. 

Sale of a Business to Charity, Taxes, Aug 1950. 

Unilateral Relief: concerning double taxation (British), 
Accountant, June 1950. 

Securities Dealers'and the Benefits of Section 117, Ta-res, 
Aug 1950. 

Assessment of Coal-Producing Properties in Kentucky, National 
Tax Journal, June 1950. 

Taxation and the Economy, National Tax Journal, June 1950. 


Industrial Subjects 

America’s Stake in World Petroleum, Harvard Business Re- 
view, Sept 1950. 

The Synthetic Industry, Federal Reserve Bank of Richmond, 
Sept 1950. 

Aircraft Production (U. S.), Conference Board, Aug 4, 1950. 

The Brewing Industry in the United States, U. S. Brewers 
Foundation. 

The Raw Cotton and Cotton Textile Situation in the United 
Kingdom, Egyptian Cotton Gazette, May 1950. 

Allen’s Directory of the Chemical and Oil Industries, Com- 
mercial Trust Building, Philadelphia 2, Pa., $20. 

Barrell’s Paper Annual, 1949-1950, Barrel Co., Lawrence, Mass. 

U. S. House Committee on Interstate and Foreign Commerce, 
Railway Labor Act Amendments, May 9—June 7, H.R. 
7789, 81 Congr 2 Sess, Supt of Documents. 

The Rayon Industry in France, World Trade in Commodities, 
pt. 19° V8; nex 3. 

Survey of British Rubber Development Board’s Activities, 
Rubber Developments, June 1950. 

Uranium, Radium, and Thorium, Minerals Yearbook, 1948, or 
reprint, U. S. Bur of Mines, Supt of Documents, 10 cents. 

Diamond Mining by Gold Coast Africans, Crown Colonist, 
July 1950. 

Appraising Department Stores, Appraisal Journal, July 1950. 

Industrial Relations in the Pulp & Paper Industry (Canada), 
Canadian Labour Gazette, June 1950. 

Railroad Equipment Orders Total $365,030,000 in First Six 
Months, Railway Age, July 1950. 

A Half Century of Textile Progress, 1900-1950, Textile IV orld, 
July 1950. 

Department Store Expenses Rise, Earnings Drop, Harvard’s 
30th Annual Department Store Study. 


The World Cotton Situation, U. S. State Bulletin 23, July 24 
1950, pp. 145-150. 
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Admissions to NYSSA Membership 


May 23 to September 28, 1950 


ADICKES, William F., Thomson & McKinnon, 11 Wall St., 
New York 


AUL, Harold E., Calvin Bullock, 1 Wall St., New York 


BAILEY, Harold C., Coburn & Middlebrook, 37 Lewis St., 
Hartford, Conn. 


BEATON, James R., R. W. Pressprich & Co., 48 Wall St., 


New York 

BECKER, John G., Fitch Publishing Co., 120 Wall St., 
New York 

BENNETT, Joseph D., Wellington & Co., 120 Broadway, 
New York 

BISHOP, Gordon L., Bankers Trust Co., 16 Wall St., 
New York : 

BLEIBERG, Robert M., Dow Jones, Inc., 44 Broad St., 
New York 

BUCHANAN, Percy H., Morgan Stanley & Co., 2 Wall St. 
New York 


BUXTON, Horace Childs, Jr., Railway & Utilities Investing 
Corp., 15 Washington St., Newark, N. J. 


DULAN, Harold A. (Dr.), University of Arkansas, 
Fayetteville, Ark. 


FOGEL, Ruben H., Bruns Nordeman & Co., 60 Beaver St., 
New York 


HANNING, H. A., Greene & Ladd, 40 Wall St., New York 


HERLIHY, Edward, Draper, Sears & Co., 53 State St., 
Boston, Mass. 


HOFFMAN, Ruth, Gamwell & Co., 40 Wall St., New York 
KUGEL, John H., Kugel, Stone & Co., 20 Broad St., New York 


LOWEN, Theodore W., Savings Bank Trust Co., 14 Wall St., 
New York 


MILLER, John B., Reynolds & Co., 120 Broadway, New York 


PADDOCK, Arthur H. (reinstated), Eastman Dillon & Co., 
15 Broad St., New York 


PALEN, Frederick P., Granbery, Marache & Co., 52 Broadway, 
New York 


PECK, John W., Adams Express Co., 40 Wall St., New York 


RAFF, Raymond J., Kidder, Peabody & Co., 17 Wall St. 
New York 


RETALLICK, Arthur B., Vilas & Hickey, 49 Wall St., 
New York 


RIPPEL, Julius A., Julius A. Rippel, 744 Broad St., 
Newark, N. J. 


SEVELY, Alfred A., Magazine of Wall Street, 90 Broad St., 
New York 


SHELDON, Kenneth P., American Institute for Economic 
Research, Great Barrington, Mass. 


SHEPARD, Ray L., Investment Statistics Co., 628 Penobscot 
Bldg., Detroit 


SQUIRES, James W., James W. Squires, 401 Poindexter 
Drive, Charlotte, N. C. 


TEEPLE, W. Wallace, A. C. Allyn & Co., 44 Wall St., 
New York 


TERRY, Robert W., Thompson & McKinnon, 11 Wall St., 
New York 


THOELE, William F., Railway & Utilities Investing Corp., 
15 Washington St., Newark, N. J. 


VERMILYE, Peter H., J. P. Morgan & Co., 23 Wall St., 


LASSER, Joseph Robert, Financial World, 86 Trinity PL, New ere 
New York WATSON, Louise, R. W. Pressprich & Co., 48 Wall St., 
é New York 
LEAHY, Maurice W., Thomson & McKinnon, 11 Wall St., ‘ 
New York WELLS, Alvin Albert, Hirsch & Co., 25 Broad St., New York 
LEVINE, John H., L. F. Rothschild & Co., 120 Broadway, WILSON, Howard W., Eastman, Dillon & Co., 15 Broad St., 
New York New York 
April . . . Famine in Ireland, Switzerland, Germany—In American cities “bustling with 
spring business.” 
May 1. . . Building on large scale in Philadelphia. Philadelphia banks are declaring very 
heavy dividends for the last six months transactions—several of them 4 percent. 
(Niles, volume 72) 
August . . The banking movement in New York reached a magnitude never before at- 


tained. (DeBow) 
September 4. . 


. “There is another financial crisis in England and several very extensive 


failures have taken place. The S.S. Hibernia brought news of commercial disaster in 


Europe. (Niles Register, volume 73) 
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Date 


Luncheon Forum Talks 


NEW YORK SOCIETY OF SECURITY ANALYSTS 
Since June 30, 1950 


Speaker 


July 14 


July 18 


Aug 4 


Aug 10 
Aug 15 


Aug 16 


Sept 11 
Sept 15 
Sept 18 
Sept 19 


Sept 20 


Sept 22 
Sept 25 
Sept 26 
Sept 27 


Sept 28 


S. C. Allyn 
President of company 


James F. Hughes 
Auchincloss, Parker & Redpath 


Lucien O. Hooper 
W. E. Hutton & Co. 


Edmund W. Tabbell 
Walston, Hoffman & Goodwin 


Walter H. Fincke 
Vice-president, Savings Bank Trust Co. 


Pierre R. Bretey 
Baker, Weeks & Harden 


Arthur Jansen 
J. R. Williston & Co. 


Arthur O. Dietz 
President of corporation 


Frederick C. Matthaei 
President of company 


Charles Wigand 
Manager tax department, Commonwealth 
Services 

Bernard S. Rodey, Jr. 
Manager tax department, Consolidated 
Edison Co. 


Melvin C. Eaton 
President of company 


John E. Bierwirth 
President of corporation 


F. C. Womack 
President of company 


H. W. Steinkraus 
Chairman and president of company 


Shelby C. Davis 
Shelby Cullom Davis & Co. 


Vinton C. Johnson 
First Boston Corp. 


C. John Kuhn 
Vice-president, National Surety Co. 


Rodney S. Durkee 
President, Lane Wells Co. 


J. W. Humphrey 
President of company 


Royal Little 

President of company 
W. C. Mullendore 

President of company 


M. F. Balcom 
Chairman and treasurer of company 


1848 


January . . . Specie being exported. 


Topic 


National Cash Register Co. 


Outlook for the Stock Market 


Railroads in a Defense Economy 


CIT Financial Corp. 


American Metal Products 


Effect of Higher Taxes on Utilities 


Norwich Pharmacal Co. 

National Distillers Products Corp. 
El Paso Electric Co. 

Bridgeport Brass Co. 


Current Trends in Insurance Company Stocks 


Insurance Company Investment Policy 

Recent Trends and Results in Oil Well Drilling 
Philip Carey Manufacturing Co. 

Textron, Inc. 

Southern California Edison Co. 


Sylvania Electric Products, Inc. 


a a a 


January 18 . . . John Marshall discovered gold in California. 


May 30. . 


November . 


. Treaty of Peace signed with Mexico. 


. . Failures in Boston caused by investments in copper and railroads. (Merchants) 
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dij SINCLAIR 
A Searches § for Oil 


This map room is GHQ in Sinclair’s search for oil. 


It organizes the information Sinclair's top produc- 


tion planners need to direct drilling and exploration. 


To the map room come reports from Sinclair 
scouts and exploration parties. Here is recorded 
the location of every well ever drilled in America’s 
great oil fields . . . of all Sinclair geophysical and 
geological surveys . . . and of acreage owned or 
leased by the Company. Essential facts are plotted 
by specialists on three wall maps—maps so large 
that unrolled and placed end to end they would 


SINCLAIR—A Great Name in Oil 


exceed the length of a football field. Supplementing 
them is a file of almost 3,000 detailed hand maps. 


In the next five years Sinclair will be engaged in 
an intensive program to increase production of 
crude oil. The map room will be a particularly 
busy place during that time—another reason why 
Sinclair is “A Great Name in Oil.” 


wort. WIDE BANKING 


THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION, SEPTEMBER 30, 1950 


RESOURCES 


Cash and Due fronr Banks- 364) = Gn 8 sata, oh 15902-922°651-56 
U.S. Government Obligations:- <<.) = (si. 1,492,793,271.86 


State and Municipal Securities. . . . .. . 178,285,802.00 
Other Securitiess sen cis. ce Did eile et 196,809,183.17 
Mortgages: 2.5 othe 15s eon Wee en eae 38,121,660.03 
Loans oo 7 s.5 acs sauegha) heck) @ eea ear en tT Sa teal o aac 
Accrued Interest Receivables. so (2 7a Me os 10,032,348.95 
Customers’ Acceptance Liability’) 4 7s manatee as 26,037,521.16 
Banking Houses) \.? vce ie! er kes! ee ens 28,915,076.94 
Other Assets Ols6 vy Vertes eRe peo Note, Wee ece aie 3,357,299.09 
$4,864,416,007.54 
LIABILITIES 
DepOsit sy, Gao sre tiven ie as te Cae ee eth $4,448,165,040.52 
Dividend Payable November 1,1950 . .. - 2,960,000.00 
Reseryes—Taxes'and Expenses. < =: 3. 9% 16,740,369.20 
Otheriiabilitiesvc see, oe ho baw eee eee 16,710,006.57 
Acceptances Outstanding 2.3. em aoe eae 32,586,003.78 
Lesss In Porsjolion 1 eta wt eet not (ek se ene nes 4,496,226.57 
Capital Funds: 
Capital Stock. . . . « © $111,000,000.00 
(7,400,000 Shares-$15 Par) 
Surplus™ <-> <0.) 2 Lin BAS9,000;000.00 
Undivided Profits . . . .  51,750,814.04 
351,750,814.04 
$4,864,416,007.54 


United States Government and other securities carried at $335,954,818.00 were pledged 
to secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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